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TUESDAY, JULY 14, 1959 


U.S. Senate, 
Suscommirrrer on Pusric Lanps or THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a.m., in room 3110, 
New Senate Office Building, Senator Clinton P. Anderson (acting ~ 
chairman of the subcommittee) presiding. 

Present: Senators Anderson, Gruening, Moss, Allott, and Martin. 

Also present : Stewart French, chief counsel, and Jerry O’Callaghan, 
legislative assistant to Senator O’Mahoney. 

nator Anperson. The subcommittee will come to order. 

This is an open public hearing of the Subcommittee on Public 
Lands of the Senate Committee on Interior and Insular Affairs on 
several pending measures to amend certain provisions of the Mineral 
Leasing Act of 1920 relating to oil and gas leasing on the public 
domain. Senator Joseph C. O’Mahoney of Wyoming, subcommittee 
chairman, is recovering from an illness and has asked me to conduct 
these hearings as acting chairman. 

Today’s hearings are a continuation of those be on June 5 
by the subcommittee at which my bill, S. 1496, was dacs by Mr. 
Robert O. Anderson of Roswell, N. Mex., and others as well as by 
Mr. Edward Woozley, Director of the Bureau of Land Management. 
At these hearings on June 5, certain facts regarding the very sub- 
stantial slowdown in the development of the mineral resources of 
the public domain were established. 

As a result, in part at least, of the facts brought out at that 
hearing and as a result of the comments of the Bureau of Land 
Management on S. 1496, Senator O'Mahoney drafted and intro- 
duced his bill, S. 2181. Senator O’Mahoney’s bill includes man 
of the provisions of S. 1496 with changes growing out of the Bureau’s 
objections to some of its proposals, as well as a number of recom- 
mendations made by the Ricky Mountern Oil & Gas Association. 

At the same time, we also have before us proposed amendments to 
S. 1496 which would meet in great part some of the points raised! 
against it at the previous hearings. The subcommittee will want 
to have testimony on both S. 2181 and the proposed amendments to 
S. 1496 this more 

In addition, we have before us S. 1497 which I introduced by 
request, as I did’ S. 1496. S. 1497 would remove the exemption from 
maximum acreage calculations now enjoyed by lands in a unit plan 
unless oil and gas actually have been discovered on said lands. e 
provisions of this measure are based upon facts brought out at public 
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hearings held in Albuquerque, N. Mex., in the fall of 1956, by a 
special subcommittee of which I was chairman. 

We also have S. 1272 which I introduced and which would validate 
certain partial assignments of leases which expired on September 30, 
1958, with respect to extension of both the retained and the assigned 
segregated portions. This measure is an outgrowth of the two de- 
cisions of the Department of the Interior in the so-called F’ranco- 
Western cases, dated August 11, 1958 and September 30, 1958. Sen- 
ator Allott has introduced a bill, S. 2308, to deal with substantially 
similar situations arising out of the Franco-Western decisions. We 
will consider S. 1272 and S. 2308 together. 

Finally, we have two bills, S. 852 and S. 853, which were intro- 
duced by Senator O’Mahoney by request. These measures would 
ameliorate the situation growing out of so-called fractional leasing 
whereby certain brokers publicly offer for sale, by advertisement, 
small tracts—often 40 acres or so—of a wildcat lease at a cost much 
in — of that which an applicant need pay under the Mineral Leas- 
1 ct. 

am informed that the House Interior Committee also has a hear- 
ing on companion bills on the same subject this morning, so we may 
have to shuffle our witnesses around a little. 

As the first witness, I am happy to call upon a spokesman for Sen- 
ator O’Mahoney, chairman of the Public Lands Subcommittee, who 
will present to us the Senator’s bill, S, 2181. He is Jerry O'Calla- 
ghan, Senator O’Mahoney’s legislative assistant and former profes- 
sor of history at the University of Wyoming. Mr. O’Callaghan is 
well er to present Senator O’Mahoney’s bill not only by reason 
of his present position, but also because of the fact that he has had 
acquaintance with the Mineral Leasing Act, having been oil editor 
of the Casper Tribune-Herald. 

Mr. O’Callaghan, we are very glad to have you here. We are very 
sorry Senator 6 Mahoney cannot be here. 

Senator Atxorr., And we all wish for his speedy recovery. 


STATEMENT OF JERRY A. 0’CALLAGHAN, LEGISLATIVE ASSISTANT 
TO SENATOR JOSEPH C. 0’MAHONEY 


Mr. O’Catxiacuan. As a little historical note here it might be in- 
teresting to recall that Senator O’Mahoney’s familiarity with the Min- 
eral Leasing Act goes back to the time when he was secretary to 
Senator Kendrick at the time the act was passed in 1920. His first 
practice as an a | following graduation from law school was 
pretty much concerned with the Mineral Leasing Act. He is also 
author of innumerable amendments and revisions since he has been 
in the Senate himself. 

The original Mineral Laeeing. Act, approved February 25, 1920, 
was enacted to bring order out of chaos with respect to the exploration 
of minerals, including oil and gas, on the public lands. Forty years 
have passed since the Senate considered the original act and chaos 
again threatens the orderly development of oil and gas on the public 
lands. Senator O’Mahoney’s bill, S. 2181, the Mineral Leasing Act 
Amendments of 1959, was introduced in the Senate on June 15, 1959, 
to maintain order and equity in the leasing of oil and gas acreage. 
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The chaos. which-existed before the. 1920 act arose from two cir-' 
cumstances. One, the mining law of 1872 was not applicable when 
applied to the search for oil and gas and the other nonmetallic min- 
erals. Second, the withdrawal of large blocks of public lands from 
entry, including the 1909 withdrawal of the petroleum lands by Pres- 
ident Taft, during the first two decades of this century, left unre- 
solved the manner by which minerals were to be explored for and 
developed on these public lands. 

After 10 years of wrestling with this issue, the Congress resolved it 
by passage of the Mineral Leasing Act “to provide,” in the words of 
the House Report No. 398, 66th Congress, 1st session, “an enlightened 
method for the disposition of such mineral deposits.” 

S. 2181, now before the subcommittee, is cast in this same mold. 
It is a bill designed to provide, under the conditions which have 
arisen, an enlightened method for preserving the equities of the Gov- 
ernment and of the parties who undertake to explore and to develop 
oil and gas on the public lands. 

The new impasse has arisen out of ambiguities in the law and a 
course of conduct which the Department of the Interior feels it must 
follow in proceeding against violations of the acreage limitations of 
the act. Others to follow will detail the facts of this situation. In 
outline, it is this: The present act permits the holding of 46,080 acres 
of leases by any one individual in any one State. It also provides for 
the holding of nonrenewable 3-year options not to exceed 200,000 acres 
in any pan, at 

Lease and options circulate freely through the oil community of 
ine public land States as drilling blocks are assembled. The present 
posture of the law, due to a line of reasoning of the Department of 
the Interior makes it difficult, even impossible, for a company or oper- 
ator to know if he is holding, in a drilling block, acreage which the 
Department of the Interior might proceed against because the origi- 
nal applicant for the lease was ineligible to apply for and receive such 
lease. No oil and gas attorney can, under the present posture, as- 
sure his clients that they possess a bona fide lease. 

While the records in the land office give absolutely no hint of irreg- 
ularity in the proceurement of the lease, if at a later date the Depart- 
ment discovers that the lease was issued to a person to whom it should 
not have been issued, the Department has indicated, by the filing of 
three proceedings in the land offices at Cheyenne and Billings, that 
it will seek to secure cancellation of the lease in the hands of the 
party holding at the time the Department discovers the irregularity. 
The Department feels that it can follow no other course under the 
law. The only remedy is the legislative one. Senator O’Mahoney 
has responded with introduction of S. 2181. 

He set forth his reasons for introducing it in a statement which he 
delivered on the floor, recorded on page 9715 of the daily edition of 
the Congressional Record for June 15, 1959. As the best means of 
getting his views before the subcommittee, I shall now read from 
Senator O’Mahoney’s floor statement. 
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STATEMENT OF HON. JOSEPH C. 0’MAHONEY, U.S. SENATOR FROM 
THE STATE OF WYOMING, PRESENTED BY JERRY A. O’CAL- 
LAGHAN, LEGISLATIVE ASSISTANT 


Mr. O’CatzacHan. The recent filing by the Department of the In- 
terior of several contests alleging violations of the limitations on the 
amount of land any person may hold by way of oil or gas leases or 
options has caused confusion amounting almost to chaos in the 
exploration and production of oil and gas in the public land States. 

e Secretary of the Interior is, of course, right in taking vigorous 
action to prevent violations of the law, whether undertaken by fraud 
or by mistake. The disposition of such cases, however, in administra- 
tive and court hearings, requiring, as will be inevitable, months if not 
aa to accomplish, will threaten a severe public less, for the public 

ands States and their school districts, as well as the Federal Govern- 
ment itself, derive substantial revenues from the royalties paid for 
production on public lands. 


BILL WILL CLARIFY MINERAL LEASING AOT 


I am, therefore, introducing a bill today which is designed to clar- 
ify the law, to remove roadblocks to the continued development of 
oil and gas lands, to facilitate the handling of contests by the Depart- 
partment of the Interior, to provide for the relief of persons who, 
though involved as defendants in the pending contests are in fact 
innocent of violations, and at the same time, to punish law violators 
who have knowingly sought to hold more land than Congress intended. 


PROCEEDINGS AGAINST ALLEGED VIOLATORS FILED 


Three contests have been filed by the Department of the Interior in 
the Federal land offices at Billings and Cheyenne involving more than 
200 parties—some of them individuals, some of them corporations, 
lease brokers, and operating oil and gas companies are all involved. 
It is alleged that the defendant applicants have failed to declare their 
holdings as required by law, that some of the applicants were dum- 
mies acting for others and thus knowingly participated in an effort 
to evade the law. 

The contests were filed in the local land offices, but defendants have 
contended that any proceedings leading to cancellation or forfeiture 
should be filed in the courts. In these circumstances, the determina- 
tion by the courts of the proper procedure, the taking of depositions, 
the holding of hearings in the land offices and the trial of cases in the 
courts might easily continue for several years before final determina- 
tion. It thus seems necessary in the interest of all concerned to clar- 
ify the law so that the pending cases may be concluded as speedily as 
possible and future violations prevented. 


BILL WOULD PROTECT INNOCENT LEASEHOLDERS AND STRENGTHEN ACREAGE 
LIMITATION 


The act I propose, will be cited as the “Mineral Leasing Act Amend- 
ments of 1959.” The provisions of the present law which need clari- 
fication are contained in sections 17 and 27. These sections, therefore, 
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have been rewritten to preserve as much as possible of the present 
language while making changes to produce the desired results. The 
main proposals are as follows: 

1. To make the primary term of all oil and gas leases 10 years and 
so long thereafter as oil or gas is produced in paying quantities. 

2. To provide that no person, association, or corporation shall hold 
more than 246,080 acres in any one State by option or lease except 
in the States of Alaska or Hawaii. 

3. To provide that no option for an oil or gas lease shall extend for 
more than 3 years without the prior approval of the Secretary and 
that no person, association, or corporation shall hold any such option 
at any one time on more than 200,000 acres of land in anyone State 
except Alaska and Hawaii. 

4. To require the filing in the local land offices of notice showing 
the number of aeres under option, the names of all parties, and their 
interests and obligations. 

5. To provide that violators may be proceeded against by the Secre- 
tary in administrative proceedings but that in the event the Secretary 
has reason to believe that fraud has been committed, he may request 
the Attorney General to institute proceedings in the U.S. district 
court. 

6. To authorize the court, if fraud is found, to declare the violator 
ineligible thereafter, either permanently or for a lesser period, to 
hold any lease or other interest in land under the provisions of this 
act. 

7. To give to any party to a contest the right to have the proceed- 
ings against him dismissed upon the showing that he acquired his 
interest in good faith without violation of the law, and 

8. Finally, that any person who has been found in any of these 

roceedings not to have violated the law or to have been guilty of 
raud shall have the right to have his interest extended for a period 
of time equal to any period during which development rights were 
suspended with respect to his interest. 
might say, Mr. Chairman, that following the introduction of the 
bill, the Senator sent it out to various people for whose judgment he 
has great respect, asking for their comments. Their comments came 
back subsequent to the Senator being taken ill. 

Some of those comments are embodied now in committee print 
suggesting changes of language. Some of them are strictly perfec- 
tion and typographical. One is a recasting of the Senator’s lan , 
but to have the alternative before the committee, it was tho eee. 
sirable to have a committee print, and it is the language dealing 
with the manner by which the Secretary may proceed, and it is set 
forth on page 10 of the committee print. 

There is no change of idea involved or principle involved from 
Senator O’Mahoney’s original language. 

Senator Anprrson. In order that the record is clear for the person 
who is not familiar with oil-leasing, may we take item 7 and the 
comments you make at the top of page 2? 

Let me just give you a sample of how that might work out. 
Suppose I took a lease on 46,000 acres of*land which is within the 
limit of 46,080 acres. I then took an option on 200,000 acres of land. 
That is all I would be entitled to. I would be within the law and 
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everything would be all right. The 46,080-acre lease would be 
sufficient. 

Suppose then I went to Mr. Wood, my assistant, and said “You 
take 20,000”—and in terms of a hearing, we refer to him as a straw- 
man; you referred to him as a dummy—and then I go to another em- 
ployee of mine and hand him some money and say, “You take 200,000 
acres.” The Department of Interior may look upon the holding of 
options on 600 acres and say in reality it was my funds that bought 
these, and, therefore, I was violating the law and therefore my 
46,000-acre lease was invalid. In the meantime I might have assigned 
the 46,000-acre lease or portions of it to responsible, reputable com- 

anies who in good faith started to drill upon the land, and then the 
Reastexty of Interior comes along and cancels the whole thing be- 
cause of what I have done to these 400,000 additional acres. 

These people were innocent and there was no way they could find 
out these names were strawmen. Is that what you are trying to ac- 
wae with this ern, i tH 

r. O’CattacHAN. That is exactly to what that section of the bill 
is directed. ~ . 

Senator Anprerson. That would be a good faith transaction be- 
cause there is no way you could be warned. 

Mr. O’CatiacHan. That is right. A lawyer may pour over the 
records of the land office and there would be no way of finding irreg- 
ularities, but when the Department finds that the leases were pro- 
cured in an ee manner, the Department now says it must pro- 
ceed against the holder of that lease. This actually shifts the burden 
of the proceeding against the violator of the law rather than..the 
goods and the acreage involved. 


Senator AnpErsON. We had a little memorandum in my office about 
this earlier this year. I will read briefly from it. There is a possi- 
bility of clouding the title to a good many leases and possibly ham- 


pering oil and gas lease development in the West due to this action 


you are referring to. 

Nearly all leases that have been assigned could be questioned for the reason 
that there is nothing in the law to protect an innocent purchaser if he should 
purchase and be assigned a lease from someone holding excess acreage. There 
are no tabulated records of acreage held by the various lessees to which the 
assignee could go and determine for himself whether or not an assignor was 
in compliance when a particular assignment was made. 


Do you believe that still to be the practice? There are no tabulated 
records where anyone can go to find out what the options can be? 

Mr. O’CatiacHan. This arises because the Department does not 
know that someone is in violation, and it seems to follow if the De- 
partment does not know, then the ordinary citizen would have less 
reason to know. 

Senator Anperson. I think that is true. The Department had no 
way of finding out so certainly a man who was coming up to check 
a particular structure would have no notice that there was some other 
event that he had no knowledge of that might have clouded the whole 
title to that lease. oul wp y , 

Mr. O’CaLLAGHAN. As it is now, an individual is supposed to be on 
better notice than the Government. 

I might say, too, sir, in response to your hypothetical problem of 
a few moments ago, the O’Mahoney bill here addresses itself to this 
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provision of straw options. As it is now, the Government really does 
not know very much about these options. The O’Mahoney bill here 
requires the registration of the option, and the setting forth of what 
is undertaken with respect to the option. 

This concludes my presentation of Senator O’Mahoney’s views, but 
I have here a statement of Judge Warwick Downing who is one of 
the grand old men, if not the grand old man, of the oil business in 
the public land States in the Rocky Mountains. The judge is hopeful 
that I could read his statement into the record. 

Senator ANpgrson. Go right ahead. 


STATEMENT OF WARWICK M. DOWNING, CHAIRMAN, PUBLIC 
LANDS COMMITTEE OF THE INTERSTATE OIL COMPACT COMMIS- 
SION, DENVER, COLO., PRESENTED BY JERRY 0’CALLAGHAN, 
LEGISLATIVE ASSISTANT TO SENATOR 0’MAHONEY 


Mr. O’CatiacHan. Senator Anderson, I am a lawyer interested in 
oil. I live in Denver. I am here to present the report of the Public 
Lands Committee of the Interstate Oil Compact Commission concern- 
ing public land measures. This report by said Committee was 
adopted by unanimous vote of the Commission at the New Orleans 
meeting on June 17. 

Let me remind you that the Interstate Oil Compact Commission is 
a public body, created in the public interest under the authority of 
the Constitution of the United States, and by the vote of Congress 
and the 30 States, members of the compact. This Commission, under 
the authority of the Federal and State statutes above referred to, is 
authorized and directed to recommend measures for the greater ulti- 
mate recovery of oil and gas. We emphasize that our recommenda- 
tions are entirely in the public interest, and express the sentiments of 
the representatives of 30 States. We think our work has been help- 
ful to Congress, and certainly has been appreciated. Therefore we 
hope that this report will be helpful to the present Congress and its 
committees. The report so referred to is as follows: 

JUNE 17, 1959. 
To the Interstate Oil Compact Commission: 

Your public lands committee reports as follows: 

Many bills have been introduced in Congress during the present session, to 
amend the mineral leasing policy of the Federal Government; and the Interior 
Department also has proposals for changes in the regulations. 

As .a whole,.the mineral leasing bill has worked remarkably well. It was 
first passed in 1920, and later revised by the act of 1946 through the efforts of 
Senator Joseph C. O’Mahoney. Possibly there should be another revision before 
too long, but we do not favor a policy of amendments, sponsored often by a 
special interest. We do not think the act should be amended at all, unless there 
is some real reason for the amendment. We recommend that the Senate Public 
Lands Subcommittee consider the question of another revision of the act. 

It must also be borne in mind that Congress in every act heretofore passed 
relating to oil and gas has declared that the purpose of the legislation is to 


promote the mining of minerals. Furthermore, all the proceeds are given to 
the public land States, either directly for schools or roads, and to the Reclama- 
tion Service, where the money is spent, practically all of it, in the public land 
States. Yet some Congressmen think by raising rentals, great good may be 
accomplished. But certainly, no such advance in rentals should take place with- 
out the active support of the States which will gain or lese by such advance in 
rentals. We must remember that the general rule in almost all business en- 
deavor is that an advance in cost does not promote greater volume. 
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The public land States are far more interested in the development of their 
resources than in an increase in rentals, even though such increase produced 
a little more money. The public land States have grown immensely in popu- 
lation, local taxation and general prosperity, because of the policy of en- 
couraging development, especially by low rentals, by the present royalty 
system, and by lease terms generally, which have attracted prospectors to 
bring in many, many new oilfields. As an example, the tremendous growth of 
Denver in population and industry has been largely due to increased oil 
development throughout Colorado and the West generally. 

H.R. 3262 would give the authority to the Secretary of the Interior to 
“dispose of the present or future interest of acquired lands of the United 
States by permit, lease, compensatory royalty agreement, or such other means 
not including sale, and upon such terms and conditions as, in his judgment, 
shall best serve the public interest,” etc, There seems no pressing need for 
this amendment, and it seems to be an unnecessary delegation of administra- 
tive power to the Secretary. 

Several bills (S. 852 and .S. 853 by Senator O’Mahoney and H.R. 3965 by 
Representative Aspinall, of Colorado) are intended to prevent assignments of 
small portions of oil and gas leases indiscriminately to the public and as the 
result of advertising. As stated in our last report and in a previous report, 
we strongly favor the principle of these bills, and urge Congress to pass 
effective legislation to prevent the splitting of leases into small tracts, and 
their sale by advertising. 

S$. 1272 by Senator Anderson, to provide for extension of certain oil and 
gas leases, or portions thereof, and 8S. 1268 by Senator McNamara to provide 
for notice to States owning surface of lands in which minerals are reserved 
to the Federal Government of proposals to lease such minerals, are matters 
that should await a general revision of the act. 

S. 1496 by Senator Anderson, provides for a preliminary term of 10 years 
instead of 5 years, for oil and gas leases; provides that at the end of the 10- 
year term of any noncompetitive oil and gas lease, the record title owner 
shall be entitled to a preference right over others to a lease for the same land, 
provided the land is not withdrawn and is not located on the geologic structure 
of a producing oil and gas field, and provided that the applicant for such 
preference lease shows substantial expenditures or contributions toward opera- 
tions on the leased land or on other lands, etc. We are opposed to the 
initial 10-year term while there is a preferential right for a new lease, ap- 
parently for 10 years. Development of the public lands has, we think, been 
retarded by long-term leases. We think Federal leases should be on the basis 
of a liberal time for development, but not an excessively long time. Other 
provisions of the bill are, we think, beneficial and timely. The companion 
bill in the House is H.R. 6599. Hearings have been held on these bills in 
both the Senate and the House, with opposition expressed by the Department 
of Interior, particularly to the possible 20-year term provision. Additional 
hearings are expected to be held upon a modified form of these bills. 

S. 1497 would require that leases committed to a unit plan not be counted 
in computing total permissible acreage under limitation rules unless oil and 
gas has been discovered on the land committed to the unit plan. As we view 
it, there is no reason for any such law, and the law in effect reverses the reason 
for excluding units areas from acreage computation. Most units are formed 
in advance of development, and are necessary to make development possible. 
It is obvious that unless those searching for new oilfields are permitted to 
form units with adequate acreage upon a supposed structure unaffected by 
acreage limitations, there will be a great dearth of new development on the 
public lands. If the supposed structure is dry, the unit area is restored to 
the public domain. 

§S. 1855 (H.R. 6940) These bills would change the present acreage limitation 
in Alaska to 1 million acres as applied to both lands under lease and under 
option. We recommend that these bills be supported as an aid to exploration in 
the new State. 

S. 1412 (H.R. 8549) These bills pertain to the selection of land previously 
under oil and gas lease by the State of Alaska. 


ACTIVITIES OF THE INTERIOR DEPARTMENT 


The Secretary proposed amendment under date of March 25, 1959, amending 
section 192.83, providing that an agreement creating overriding royalties or 
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payments out of production of oil, which when added to overriding royalties 
or payments out of production of oil previously created, and to the royalty 
payable to the United States, aggregate in excess of 174% percent, shall be 
deemed a violation of the terms of the lease unless the agreement provides 
that such excess overriding royalty or payments out of production shall be 
suspended when the average production of oil per well per day, averaged 
on a monthly basis, is 15 barrels or less. This is not applicable to the pro- 
duction of gas. 

The Interior Department has published proposed regulations concerning 
methods for the filing of new offers to lease lands covered by expired, 
canceled, relinquished, or terminated leases. The notice would be given on the 
ist of the month, but the application could be made until the 16th day of the 
month, and thereafter during the balance of the month. All applications so 
made would be treated as simultaneous, and the lucky applicant would be deter- 
mined by lottery. 

With regard to expired leases, the effort should be made to encourage 
prospectors, really interested persons, familiar with the land, to make new 
applications rather than to attract a horde of strangers under a lottery plan, 
under which each hopes to draw the lucky number. In fact, prospectors, 
many of whom are constantly waiting for leases to expire, would be able to - 
earry on development according to their own geologie ideas. As to canceled, 
relinquished, or terminated leases, there is some reason for the regulation 
that requires notice of the time for filing, so that a party cannot relinguish a 
lease one day and file on it the next, thereby converting a lease that has 
almost run its term to a new lease for a new term. We do not favor this 
regulation. 

Senator Humphrey, for himself and 17 other Senators, has introduced S. 1123, 
a bill to establish a national wilderness preservation system for the permanent 
good of the people, and for other purposes. This bill is not materially different 
from the bill introducd in the last Congress. Our Commission has vigorously 
opposed the idea of wilderness areas whereby all industrial and mineral develop- 
ment on the area would be forbidden and whereby the principle of multiple use, 
heretofore the guiding principle of public land practice, would be practically 
eliminated. Some hearings have been had, but additional hearings are expected. 
But it may be that action will be deferred until the Congress receives the report 
of the National Outdoor Recreation Resources Review Committee. That act 
provides for a committee of eight Members of Congress and. seven members 
appointed by the President. Two of the congressional members, Senators Bar- 
rett and Watkins, were defeated last election, and the seven citizens members 
seem tainted with wilderness propaganda. The advisory committee of 25 mem- 
bers does not contain the name of a single oilman, On the other hand, there 
are hundreds of resolutions by organizations and’ associations of people from 
the publie land States that have been sent in to Congress, and the opposition to 
this bill is violent. We must be alert if we wish this wilderness idea beaten, 

Senator O’Mahoney. has introduced a bill, S. 2181, which will amend the Min- 
eral Leasing Act in the following partieulars: (a@) consolidation of the option 
and lease limitations, (b) provide acreage limitations for each domestic State 
at 246,080 acres, and (c) provide for the protection of bona fide purchasers of 
Federal leases. 

Strange as it may seem, the Interior Department is proceeding in a way which 
will seriously retard development of oil and gas on the public domain. The 
so-called Walter Davis contest has been followed by one in Montana, and very 
recently by the so-called Featherstone contest, and there is still another to come. 
The purpose of the Department is good, namely, to prevent the violation of the 
acreage limitation laws. applicable to oil and. gas leasing. But the method to 
accomplish this will cause far more damage to the oil development industry over 
what might be accomplished if the suits be successful. 

Briefly; these suits seek to have declared absolutely null and void from the 
beginning, all oil and gas leases where the lease applicant did not declare for 
whom he was acquiring the lease, and did not disclose the real party in interest. 
The Department seeks to have leases so acquired, covering 197,000 acres in the 
Featherstone contest, declared not only null and void as against Featherstone, 
but also against innocent purchasers, perhaps individuals or companies who 
had developed oil and gas reserves of many, many millions of dollars. 

The great trouble is that there is no way in which a purchaser of. a lease can 
determine what was in the mind of a lease applicant. As a result, attorneys 
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will not approve titles to oil and gas leases, except in a very few cases where 
the parties are well known to the attorney. Thus, practically all of our public 
lands will be under a title cloud, the greatest possible deterrent to the search 
for oil and gas. There will also be a general revival of the feeling that existed 
for many years, that is, the ordinary prospector cannot get a square deal before 
the Interior Department. 

The Department has amended its rules to require each applicant to disclose 
the names of the real parties in interest. If this regulation is in force, the 
evil above-mentioned -will easily be corrected. We therefore, strongly and with 
all the emphasis possible, urge the Department to dismiss without delay these 
contests, and certainly to dismiss these contests as against all present lessees 
who show good faith. To require lessees to have their rights adjudicated in the 
Interior Department and then in the courts, would take years, and practically 
all of the leases now under attack would have expired. 

S. 434 and H.R. 3689, introduced by Senator Bartlett and Congressman Rivers 
of Alaska. The purpose of these bills is to return Petroleum Reserve No. 4 to 
the public domain. We think the wishes of the Alaskan people should control, 
and recommend the passage of this bill. ‘ 

We request the approval of this report. 

Respectfully submitted. 

Warwick M. Downing, Chairman; William O’Rear, Alabama; Phil R. 
Holdsworth, Alaska; H. H. Somerville, Alberta, Canada; Wil- 
liam C. Nolan, Arkansas; Harvey H. Houston, Colorado; R. R. 
Powell, Illinois; Charles Pardee, Illinois; M. O. Yunker, Ken- 
tucky ; W. K. Rainbolt, Louisiana ; C. J. Bonnecarrere, Louisiana ; 
Wynn W. Hawkins, Louisiana; Charles E. Millar, Michigan; 
Tate Thigpen, Mississippi; Lou E. Bretzke, Montana; J. H. 
Frerich, Montana; Murray E. Morgan, New Mexico; Ted Bil- 
berry, New Mexico; Clyde H. Hale, Oklahoma; C. C. Peppers, 
Oklahoma; James T. Cawley, Saskatchewan; W. G. Quarles, 
Tennessee; Bill Alcorn, Texas; M. V. Hatch, Utah; Bert Cole, 
Washington; Earl Coe, Washington; Kenneth Bell, Wyoming. 


I wish to comment only concerning a part of this report. I feel, 
however, that your committee will feel seriously the loss of Senator 
O’Mahoney’s attendance, It will be .remembered that, when the 
act of 1920 was passed, the Senator was then chief assistant to Senator 
Kendrick, and through Senator Kendrick had an important part in 
the passage, and in the provisions, of the original act of 1920. In 
1935 Secretary Ickes proposed amendments, some of which were bit- 
terly opposed by Senator O’Mahoney. As a result, the Senator ob- 
tained vital changes in the bill passed which were of immense value 
to the development of the public lands. The act of 1946 was very 
largely the work of Senator O’Mahoney. The reduction in royalty, 
to the standard royalty throughout the oil industry, gave public land 
development the greatest: boost’ the public lands have ever had. And 
by the way, this provision and some of the other extremely valuable 
provisions were won by Senator O’Mahoney in spite of bitter opposi- 
tion from the Interior Department. I mention these matters because 
of our recommendation that a little later on it might be desirable to 
review the 1920 act in the light of the present situation. More partic- 
ularly, I mention these matters because I hope that S. 2181 will 
be recommended and passed promptly. As I understand it, this bill 
contains Senator O’Mahoney’s solution for the most pressing important 
problems. 

The above report of the Public Lands Committee of the Interstate 
Oil Compact. Commission, of course, favors S. 1496, by Senator 
ee although we are doubtful about the provision for longer 
term leases. 
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We wish again to emphasize the pressing necessity for the speedy 
passage of S. 2181, particularly the provision to protect bona fide 
urchasers.of Federal leases. e are, of course, in favor of acreage 
akatioah, and that they be not exceeded. It seems to me, however, 
that this matter has been well covered by the regulation recently pro- 
mulgated by the Secretary, requiring an applicant for lease to disclose 
the names of the real parties in interest and for whom he is acting. 
Under this provision, the applicant is subject to prosecution for 
perjury if he does not tell the truth. Manifestly, with this statement 
and the other statements required in the application before him, the 
Secretary may readily determine whether the grant of the lease would 
give the applicant in excess of the limitation. This being true, why 
is it necessary for the Secretary to maintain so-called contests, a 
proceeding by the Secretary in three cases filed in the local land 
offices? One of the three so-called contests filed by the Secretary, the 
Featherstone contest, still pending, asks to have it declared that leases 
covering 197,000 acres be declared not only null and void as against © 
Featherstone and associates, but also against innocent purchasers 
who have spent perhaps $10 million in the development of such leases. 
After the Government has issued leases, and thereby its stamp 
of approval on the me of a lessee, nothing could be more out- 
rageously unfair than for the Government now to cancel these leases 
in the hands of innocent purchasers, when it was obviously impos- 
sible for any purchaser of such leases to learn whether or not fraud 
had been committed. All that any innocent purchaser could do is 
to ask the lessee whether he had committed any fraud; manifestly if 

a fraud had been committed, the lessee would not admit it. 
Not only are these so-called contests outrageously unfair as rcs 
these 


the good-faith purchaser of a Federal lease, but the pendency o 
contests is casting a blight, a title could, over the development of our 


public lands for oil and gas. An attorney cannot approve any title 
of a lessee or an assignee of a lessee, execpt possibly in a very few 
cases where the attorney is well acquainted with the lessee and is 
willing to take the chance that the lessee is telling the truth. The 
result is that the leasehold titles to all our public lands are in question, 
and development for oil and gas will be very, very greatly retarded. 

It must always be remembered that the purpose of Congress, as 
disclosed by the titles of every act of Congress concerning mineral 
development on the public domain, has been to encourage develop- 
ment. The Secretary has ample power to pass regulations encourag- 
ing development, but it would seem to me that he has no power to 
pass a regulation which will retard development. 

Strange as it may seem, the Interior Department refuses to dismiss 
these contests. If the defendants in these contests must have their 
ri adjudicated in the Department, that will take years. And 
afer that must come contests in the courts. Undoubtedly, the exist- 
ing leases under attack will have expired before a title could be 
made perfect through litigation. 

It is, of course, equally apparent that the maintenance of these 
contests is proof to the small operators in the oil industry that they 
cannot get a square deal before the Interior Department. This feel- 
ing, that for many years kept the small operator away from the 
public lands, is responsible for the many years of inactivity in the 
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development of the public domain. It would seem that the only way 
that justice may be done, and the development of the public lands 
for o1] and may proceed, is that Congress pass quickly S. 2181. 

The people of the public land States, without dissent,.so far as 
can be discovered, urge Congress to speedily pass this bill. The 
cn land States are, of course, the ones most interested. The 

ederal Government in effect is ae trustee for the people of the 
public land States. The good or the bad results of action by Congress 
will accrue 90 percent to the people of the public land States, either 
directly or through the Reclamation Service, where as the benefit to 
the Federal Government is only 10 percent, which is an amount 
intended to cover the cost of administration. The oil and gas indus- 
try has clearly stated its position in favor of this act. 

We must at all times remember that as a matter of national 
safety, whether we have war or peace, it is essential that every possi- 
ble aid be given to development of oil and gas on the public domain. 
In case of war, we must depend upon continental United States as 
the source of our petroleum supply. In case of peace, it is even more 
important that we encouraged devchopinent of the public domain for 
oil and gas, for the simple reason that if we keep America strong, 
we prevent war; whereas, if we weaken, we will not only be at the 
mercy of an aggressor, but we encourage aggression. 

The Interstate Oil Compact Commission, composed as it is of the 
representatives of the interested public land States, again strongly 
urge the passage of this act, S. 2181. I am confident there is not 
an individual in all the public land States who will oppose this 
same act. I might add that we are confident that this bill is now 
on its. way to passage under the leadership of the chairman of this 
ee and the other Senators and Congressmen of the States in 

terest. 

Mr. Chairman, that completes Mr. Downing’s statement. 

Senator Anperson. Thank you very much, Mr. O’Callaghan. 

Are there any questions? 

Senator Groenine. What was Senator O’Mahoney’s idea with re- 
spect to Alaska ? 

Mr. O’Catxacnan. I think the rea] thought back of that was that 
your own bill was pending, and that the Alaska acreage limitation 
would possibly be determined separately. 

Senator Anperson. Is it not true that present laws make excep- 
tions to it? 

Senator Grurentne. This leaves the Alaskan situation as it is until 
other changes are made? 

Mr. O’CatiacHaNn. Yes. 

Senator Gruenine. On page 8, there is some question in my mind 
about the language beginning at line 15. It reads as follows: 

No option for an oil or gas lease on any lands held under the provisions of 
this act shall be entered into for a period of more than 3 years, without the 
prior approval of the Secretary of the Interior, and no person, association, 
or corporation shall hold any such options at one time on more than 200,000 
acres of land in any one State, except Alaska and Hawaii. 

Does that limitation refer to all options or only options that will be 
held for more than 3 years? In other words, there is the clause 
which reads: 

No person, association, or corporation shall hold any such options. 
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Does that modify the earlier part of the sentence ? 

Mr. O’CatxiacHan. That clause— 

No option shall be held for more than 3 years without the permission of the 
Secretary—— 

Senator Grorntine. If the limitation refers to all options, it would 
seem to be in conflict with the provision earlier in the bill, on page 7, 
lines 3 to 10. 

Mr. O’CatiacHan. The first half of that is the present law. 

No person, association, or corporation, except as herein provided, shall take, 
hold, own, or control at one time, whether acquired directly from the Secretary 
of the Interior under this act or otherwise, oil and gas leases— 

et cetera. 

This is the addition proposed by Senator O’Mahoney : 

And no person, association, or corporation shall hold any such options at one 
te on more than 200,000 acres of land in any one State except Alaska and 
awall. ‘ 

Senator Gruenine. I do not know that that is in conflict with the 
passage on page 7, but I just wanted to raise that point. 

Mr. O’CatiacHaNn. It is a point that should be made clear. One 
portion of the bill erases the present distinction between the limita- 
tions on leases and not options. This latter language does come back 
to this limitation of 200,000 acres. 

Senator Grurnine. Do you think then that the intent is clear there ? 

Mr. O’CatuaGHan. Yes, sir. 

Senator Anperson. In one place it adds them together and it says 
lease and option, 200,000 and later on it says that a lease.can be 10 
years, and the option only 3 years and the option can take 200,000 
acres and the lease 46,000. 

Mr. O’CatiacHaNn. I have not sat down to figure out the various 
combinations that can be made but theoretically a person could hold 
246,080 acres of leases. 

Senator ANpERSON. No, 

Mr. O’CaAttacuan. Under the present law you can hold 46,080 
acres.of leases, and you can hold 200,000 acres of option for a total 
holding in any one State of 246,080 acres. Under this bill as pro- 
posed here, Senator, there is no lifting of the upper limit, but an appli- 
cant is given the alternative of holding the leases or options within this 
overall limitation of acreage in the manner which bests suits him, with 
the proviso, however, that he cannot hold more 200,000 acres of option 
at any one time, and then the extra provision here is that during the 
time options are held, they are going to be charged to both the per- 
son giving the option and the person taking it. That is to stimulate 
a turnover in acreage. aa 

Senator Anprerson. We want to be very sure that Senator O’Ma- 
honey is advocating that the lease limit to any one person in any one 
State is 246,080, and does that accord with the recommendations of 
the independent groups that he has been concerned about in the past? 
Do they think the limit should be raised ? 

Mr. O’CatiacHan. It is a consolidation. 

Senator Anverson. I think it is a combining of the present lease 
situation with the total option permission. 


43012—59—pt. 2——2 . 
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Mr. O’Catiacuan. That is right. It is a consolidation of the total 
holdings with the individual being left with the alternative of de- 
ciding himself whether he wants to hold by lease or by option, pro- 
vided, however, that he can hold no more than 200,000 acres by option, 
and that options while being held will be charged against both the 
optionor and the optionee. 

Senator Auxorr. I would like to know where this is in the bill. I 
cannot find it. 

Senator Anperson. Did he have any particular statement on this? 
I would not want it to go into the record as a very simple change. 
This is the provision that a man can hold 246,080 acres under a 10-year 
lease. 

Mr. O’Catiaauan. Would it be helpful if I could go through and 
point out where, in our committee print, the changes in the existing 
law will take place. 

’ The first one appears on page 2 of the committee print, line 19, 
beginning there with the sentence that begins: 


Leases issued under this section shall be for a primary term of 10 years and 
shall contnue so long thereafter as oil or gas is produced— 


and so forth. 

Senator AnpEerson What is the point of the word EAR there ? 
Does it mean there could be a secondary period of 10 years? 

Mr. O’CatiacHan. As I understand the intent, that is to be the 
total time. 

Senator Anprrson. Then why do you use the word “primary”? 
Why do you not say for a single term of 10 years? 

Mr. O’Ca.LLacHaNn. The word “primary” slipped into the phrasing 
for this reason: We now have these 5-year a sossltrmad 4 for a 
second 5 years. Thisis a consolidation. 

Senator AnpErson. Should we get the word “primary” out of there? 

Mr. O’CatiacHan. The second change is in the committee print on 
page 4—— 

cm Anpverson. I call attention to the term “primary” in line 24, 
and so forth. 

Mr. O’CatiacHan. Beginning on line 25, page 4, and that is just a 
technical amendment to make the law alas with what is done 
if the change preceding has already been made. This automatically 
has to follow to keep the continuity. Mate 

Senator ANnprrson. Do you leave the rental for the second and 
third years? 

Mr. O’CatiacHaNn. Yes, sir; and that provision was written into 
the law by the O’Mahoney-Hatch Act of 1946. 

Senator Anprrson. Do you think it is essential ? 

Mr. O’CatiacHan. The Department, of course, sent bills up asking 
for the repeal of that waiver section and the Senator has not responded 
affirmatively. 

Senator Anprrson. Since the cere) act of 1920 the value of that 
25 cents has materially changed and you have a little inflation going 
on since 1920. What was a fair chunk of money in those days is less 
than a car token now, and we had some discussion of this, that any 
company that does any leasing of completely wildcat territory can go 
lay an a dollar an acre, but you get this for 25 cents and then no 
rental. 
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One of the companies came in and took a whole section in New 
Mexico the other day and I noticed when they brought it around to 
leasing they bought it for a dollar a year. I bought it for $3. 

I wonder if any consideration has been given to what we have dis- 
cussed repeatedly, that is, if you are going to give a 10-year lease and 
pe erwty be a little more realistic, you might make the rental more 
realistic. : 

Mr. O’CatiacHan. I think it is a question to which the Senator 
has not directed his full attention in this context. 

The next change proposed in the law occurs on page 7, line 6, and 
is embodied in the sentence that begins— 

No person, association, or corporation except as herein provided, shall take, 
hold, own, or control at one time, whether acquired directly from the Secretary 
of the Interior under this Act or otherwise, oil and gas leases including options 
for such leases on land held under the provisions of this Act exceeding in 
the aggregate 246,080 acres in any one State, except the States of Alaska and 
Hawaii. 

Senator Anprerson. What is the limit on Alaska at the present 
time, Senator Gruening ? 

Mr. Frencu. It is 100,000 acres on leasing and 200,000 on option. 

Senator ANpErson. Would you not rather take care of the situation 
in this bill ? 

Senator Gruenine. I think it would be very desirable to take care 
of it in this bill. 

Mr. O’CatiacHan. The next change in the bill occurs on page 8 

of the committee print, line 18, commencing— 
No option for-an oil or gas lease on any lands held under the provisions of 
this.Act shall be entered into for a period of more than three years, without 
the. prior approval of the Secretary of the Interior, and no person, association, 
or corporation shall hold any such options at one time on more than 200,000 
acres of land in any one State, except Alaska and Hawaii. No such option 
shall be valid unless notice thereof, including the number of acres under the 
option, the names of all parties thereto and their respective interests, and 
obligations undertaken thereunder by the optionee, is filed in the Office of 
the Bureau of Land Management for the area in which the land under option 
is located and every option shall until exercised be charged to both optionor 
and optionee. 

Senator ANnpERSON. If we have 200,000 acres in Alaska and Hawaii, 
why do we have “except Alaska and Hawaii” ? 

Mr. O’CatiacHan,. That is following the language of the present 
law, and since this bill was addreasatt principally to this problem 
that has arisen, shall we say, on the continental public lands States, 
and because the issue with respect to Alaska was being covered in the 
bill that has been introduced preceding, that was sort of held. 

Senator ANpErRSoN. 200,000 acres in every State and Alaska and 
Hawaii. Why do we say “Alaska and Hawaii” when we are repeat- 
ing: 200,000 acres ? 

r. Frencu. This was taking cognizance of in Senator Young’s 
and Senator Bartlett’s bill. 

Senator Anprerson. It has not passed yet. 

Senator Gruenine. We are hoping it will pass. 

Mr. O’CattacHan. This bill is drafted to deal with a situation 
et obtains on the public lands States and the continental United 

tates, 

Senator Grurnine. I beg your pardon; we are within the conti- 
nental United States. 
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Senator Anperson. And very definitely all public lands States. 

Mr. O’Catitacuan. Alaska has been treated separately from the 
other States. There is this request in the form of Senator Gruening’s 
bill to make changes in the acreage limitations. I think the Senator 
we wanted to hold it in abeyance and let the committee work on it 

ause he has no special knowledge of the situation in Alaska—I do 
not think he has any recommendations to make with respect to what 
the acreage limitations should be in Alaska. 

Senator Anperson. Are there further questions ? 

Mr. O’CatiacHan. I have set forth here some more changes in the 
present act. 

On page 9 of the committee print, line 16. This is the language 
of the original bill. The proposed recasting is embodied in the italic 
on pages 10 and 11. This is the language having to do with the 
manner by which the Secretary may anbeibes 


If any interest in any land is owned or controlled, directly or indirectly, 
by means of stock or otherwise, in violation of any of the provisions of this 
Act, the interest may be canceled or forfeited, or the person so owning or 
controlling the interest may be compelled to dispose of the interest, by the 
Secretary of the Interior in an administrative procedure— 


and it is the use of the term “administrative procedure” that is the 
new element introduced here— 


except that any ownership or interest forbidden in this Act which may be ac- 
quired by decent, will, judgment, or decree may be held for two years after 
its acquisition. 


That is the language in the present act. 


In the,event that the Secretary has reason to believe that fraud has been 
committed in the holding of any such interest by any person, he may request 
the Attorney General to institute appropriate proceedings against such person. 
Any such proceeding shall be instituted in the United States district court 
for the district in which the land or some part thereof is located or in which 
such person may be found, and the court in such proceeding, in addition to 
any other penalties provided by law, may if fraud is found provide that such 
person shall be ineligible thereafter, either permanently or for a lesser period, 
to hold any lease or other interest in land under the provisions of this Act. 


There is language in what I have just read that comes out of the act 
as it stands today. . : 
There then follows on pages 10 and 11 in italic the recasting of 
this language as proposed by the Rocky Mount Oil & Gas Association. 
Returning then to the language of the O’Mahoney bill, beginning 
o page 11, line 11—and here we deal with the part of the act whic 
ea 


s with the people who have purchased in good faith— 


The right of cancellation or forfeiture for violation of the provisions of this 
Aet shall not apply so as to affect adversely any lease, option for a lease, or 
interest in a lease acquired in good faith by any qualified person, association, 
or corporation in conformity with the acreage limitations of this Act from 
any other person, association, or corporation whose holdings, or the holdings 
of a predecessor or any title, may have been canceled or forfeited, or may be 
subject to cancellation or forfeiture, for any such violation. | 

Effective on the date of enactment of the Mineral Leasing Act Amendments 
of 1959, any person, association, or corporation which is a party to any pro- 
ceedings with respect to a violation of this Act, whether initiated prior to such 
date of enactment or thereafter, shall have the right to be dismissed as such 
a party upon showing that the person, association, or corperation acquired the 
interest involving the person, association, or corporation as such a party in 
good faith without violating any provisions of this Act. If during any such 
proceedings with respect to a violation of' any provisions of this Act, or any 
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proceedings. with respect to fraud under such provisions, development rights 
with respect to the interest involved are suspended pending a decision in such 
proceedings, any person who— 


or in the alternative “association or corporation which in such pro- 


ceedings is found not in violation of such provisions or not guilty of 
such fraud”—there is a typographical error in the print—“or any per- 
son who” or in the alternative “association, or corporation which ac- 
quired any part of such interest involved in good faith without vio- 
lating any provisions of this act, shall have the right to have his” or 
in the alternative, “the interest of such person, association, or corpo- 
ration extended for a period of time nl to any period during which 
development rights were so suspended with respect to such interest.” 

That is the last change in the law. 

Senator Anperson. Does that yield itself to some possibility of a 
little collusion if you did not want to develop it? You know in the 
old days when you applied for a lease the first thing you did was leave . 
out the fact that. you were a citizen ; take from 5 to? years to establish 
that you were a citizen and you held your lease for 5 years. When I 
made my first application for a coal lease in 1921, on the advice of 
counsel I left out the fact that I was a citizen. It took me until 1926 
to establish that I was; and these things which extended the lease 
automatically can be bad and if they have not been adversely affected, 
they ought to be given some amendments. 

Are you satisfied that this language protects that? 

Mr. O’CatiacHaAN. Do you mean the language in general, or what? 

Senator Anperson. If they are not guilty of any fraud. 

Mr. O’CatiacHaN. This language could be brought into action only 
if the Department proceeded against somebody. ‘The factual situa- 
tion to which this language is directed is this: As soon as the Depart- 
ment suspects fraud, they suspend the approving of assignments and 
other instruments. The only thing that can occur on a lease in which 
the Department puts in a suspension order is the paying of the rental. 
If the person does not have opportunity to assign it or sell it, and pre- 
sumably he would only proceed to develop it—well, > just would not 
proceed to develop it, knowing it was under a cloud. 

Supposing after all this occurs and he is found innocent, his lease 
may have run out? This is just to give him the time exactly com- 
parable to the time any suspension was in effect on his leases if he is 
found innocent or in an administrative proceeding the Department 
decides that the irregularity which it suspected had not occurred. He 
is protected because prior to that finding he really has not had full 
control of his lease because it has been under suspension in the De- 
partment. 

Senator Attorr. Mr. Chairman, I have many questions and I think 
I will raise them at a subsequent point in the hearings. 

Mr. O’CatLaGHAN. I thought I would make this \ observation. 
There are many things that I would be tempted to say, but I know 
there are people here from the Western States who are more conver- 
sant with this than myself. I thought after the testimony was all 
in that if there are aif oink not covered, I could cover them if that 
would be the committee’s pleasure. : 

Also, insofar as one person is able to speak what the intent of 
another person is, I shall try to speak for the Senator to explain as 
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well as I can. I wondered if I could just read two very brief letters 
into the record. 

Senator Anprrson. Yes, or you can submit them for the record. 

Mr. O’CatxaGHan. The first is a letter from the Malco Refineries, 
Inc., of Roswell, N. Mex., signed by Robert O. Anderson, president. 
Robert Anderson who is the president, appeared before this committee 
in this room some 6 or 8 weeks ago. 

The letter reads as follows: 


Dear SENATOR O’MAHONEY: I would like very much to go on record on behalf 
of our company and myself in respect to S. 2181 and to express the hope that the 
bill will become law. 

We feel that its passage will assist in the development of oil and gas on the 
public lands at a time when our domestic industry is badly in need of a 
stimulus. I believe my previous testimony on S. 1496 states our view on liberal- 
ization of the holding limitations of oil and gas leases along the lines of S. 2181. 

In shore, we are highly in favor of the proposed bill and feel it is a most 
constructive and timely piece of legislation. 

Very best wishes, 
Rosert O. ANDERSON. 


The other letter is from the Shannon Oil Co., Denver, Colo., signed 
by R. S. Shannon, Jr., who is a prominent oilman in Denver. His 
letter reads: 


My Dear SENATOR O’MAHONEY: We wish to commend you for your timely intro- 
duction of Mineral Leasing Act Amendments of 1959. Once again, as so often 
in the past, you have met head on any situation that threatened the orderly 
development of the public lands. 

Your proposed treatment of acreage limitations, lease terms, and restitution 
of suspended development rights: will be well received by the oil and gas 
industry. 

With kindest personal regards, 
R. S. SHANNON, Jr. 


That concludes my presentation unless the committee has some other 
questions. 

Senator Anperson. Thank you very much, Mr. O’Callaghan. 

At this point, I should like to read into the record a telegram dated 
July 13, 1959, addressed to Senator Clinton P. Anderson, U.S. Senate 
Office Building, Washington, D.C. 


Independent Producers and Royalty Owners Association of New Mexico, com- 
posed of 150 individual producers and unintegrated domestic companies, urges 
consideration of S. 2181. Believe failure to provide innocent purchasers relief 
will result in chaotic condition in discovery and development of Oil and gas 
reserves underlying extensive public domain in the State. Would appreciate 
your making this telegram part of official hearing record. 


That telegram is signed by Jack M. Campbell, legal counsel for 
Independent Producers and Royalty Owners Association. 

Since Mr. Bratton has to leave on a plane this afternoon, we shall 
permit him to testify at this time if he wishes to do so. 


STATEMENT OF HOWARD C. BRATTON, ROSWELL, N. MEX., ON 
BEHALF OF NEW MEXICO OIL & GAS ASSOCIATION ; ACCOMPANIED 
BY JOHN M. KELLY, ROSWELL, N. MEX.; ALBERT GREER, FARM- 
INGTON, N. MEX.; AND GEORGE H. HUNKER, JR., ROSWELL, 
N. MEX. 


Senator ANnperson. You may proceed, Mr. Bratton. We are glad 
to have you with us. 





MINERAL LEASING ACT AMENDMENTS 59 


Mr. Brarron. My-name is Howard C. Bratton, of Roswell, N. Mex., 
and I appear. here as\a spokesman for the New Mexico Oil & Gas As- 
sociation in support of S. 2181. > 

I am engaged in the private practice of law as a partner in the firm 
of Hervey, Dow & Hinkle, Roswell, N. Mex. For the past several 
years my work has been very closely allied with oil and gas leasing 
matters on the public domain under the Federal Mineral Leasing Act. 
I am a member of the Public Lands Committee of the New Mexico 
Oil & Gas Association and chairman of its subcommittee on the Fed- 
eral Mineral Leasing Act. 

I do not represent to you gentlemen that I am an expert on all of the 
details of the Federal Mineral Leasing Act, but on behalf of our 
association there are present here with me today men who are thor- 
oughly conversant with all aspects of the act as they relate to the 
State of New Mexico. 

Mr. John M. Kelly of Roswell, N. Mex., is a former State geologist - 
and member of the New Mexico Oil Conservation Commission. For 
the last 15 years he has been an independent producer of oil and gas 
and has grown to be one of the largest personal independent opera- 
tors in the State of New Mexico. 

Mr. Albert Greer of Farmington, N. Mex. is a vice president of the 
firm of Benson-Montin-Greer, a substantial independent oil and gas 
producing company operating in northwest New Mexico. Mr. Greer 
has been engaged in operations in northwest New Mexico for approx- 
imately 10 years and is familiar with the development of that area 
from an infant producing area to a major supplier of gas, and a sub- 
stantialisource of oil. 


Mr. George H. Hunker, Jr., is also a partner in the firm of Hervey, 
Dow & Hinkle. Since 1946 he has specialized in oil and gas practice 
pertaining to the public domain and has dealt extensively with the 
varied Pe one in connection with the leasing and develop- 


ment of lands under the Mineral Leasing Act. He has previous 
appeared before committees of this Senate on matters pertaining to oil 
an _ activity on the public domain. 

Collectively we represent the Public Lands Committee of the New 
Mexico Oil & Gas Association, an association composed of the great 
majority of oil and gas operators, both large inde small, as well as 
numerous royalty owners in the State of New Mexico. Our associ- 
ation represents over 95 percent of the production and all of the re- 
fining in the State of New Mexico. 

e appear before this. committee to urge the passage of S. 2181. 

The bill proposes several changes in the act, but we believe that 
two of these proposed changes are of outstanding significance which 
would stimulate exploration and development on public lands. 

The first of these changes is the proposal to eliminate the distinc- 
tion between option chargeability and direct lease chargeability with 
respect to the acreage limitation which can be held by one person 
or company and to make the total allowable acreage in one State, 
Alaska and Hawaii excluded, 246,080 acres instead of the present 

rmissible holding of 46,080 by direct lease chargeability and 200,000 

y option. This change would not increase the permissible amount 
of acreage which one person or company may hold at one time. 
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The oo system of different limitations for acreage which may 
be held directly and which may be held by option, is a source of con- 
stant difficulty and uncertainty. Experience has demonstrated that 
practices and understanding as to the application of the rules per- 
taining to direct ae chargeability and option chargeability have 
varied widely within the industry. Clerical and administrative bur- 
dens are greatly increased by the different types of chargeability, 
and effective enforcement of the two types of chargeability is difficult. 
We believe that it would simplify inistration of the act, and 
would promote uniformity in its application and understanding with- 
in the industry, if the distinction between the two types of charge- 
ability were eliminated and one total chargeable amount of acreage 
would be permitted, combining the totals presently permissible as 
direct chargeable acres and as acres held by option. This would be 
accomplished by the passage of S. 2181. 

Closely allied with the previously discussed problem is the second 
major feature of the bill, the protection of the purchaser in good faith 
of the Federal lease. Recently certain actions against original ap- 
plicants and subsequent purchasers have been filed by the Department 
of the Interior alleging violations of the limitations on the amount of 
acreage held by certain persons and corporations. It is not our pur- 
pose to discuss those actions other than that they point out clearly 
the necessity for statutory protection of an innocent purchaser in good 
faith of a Federal oil and gas lease. 

The final resolution of the pending actions may not be had for a 
matter of years. In the meantime, the public confidence in validity 
of Federal oil and gas leases is necessarily weakened. If an innocent 
purchaser in good faith of a Federal oil and gas lease is subject to sub- 
sequent cancellation of that lease for acreage violations by a predeces- 
sor in title in that lease, then there is no security of title in any Fed- 
eral oil and gas lease which has previously been held by another 
party. This impairs the marketability and desirability of Federal 
oil and gas.leases and prevents the operator from financing drilling 
operations. It seriously curtails the development of and production 
from such leases and makes Federal lands less useful for national 


defense requirements of energy minerals. 

With the exception of a limited number of matters falling under the 
category of “void transactions,” the protection of innocent purchasers 
for value in good faith is a basic law of real property running 


throughout all laws of conveyancing. To promote the stability and 
integrity of Federal oil and gas leases, and to reinstate confidence 
in these leases, I believe that it is essential that S. 2181 beenacted. _ 

As a corollary to the provisions for protection of the eee in 
good faith, the bill provides severe penalties for those found guilty 
of fraud. To this we have no objection. However, we believe that 
one word should be changed in the penalty provisions. The bill pro- 
vides in the first sentence on page 10: 

Any such proceeding shall be instituted in the United States district court for 
the district in which the land or some part thereof is located or in which such 
person may be found, and the court in such proceeding, in addition to any other 
penalties provided by law, may, if fraud is found, provide that such person shall 
be ineligible thereafter, either permanently or for a lesser period, to hold any 
lease or other interest in land under the provisions of this act. 
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Senator Anpercon. You are talking about the original committee 
print. The word has been changed to “acquired.” 

Mr. Bratton. That is the change that we would suggest. For that 
reason, I will omit the rest of my statement with respect to that word. 

There are other provisions of the bill which we will not discuss in 
detail although we believe that they are advisable. Among these is 
the change in the primary term of an oil and gas lease to 10 years. 
It is believed that changing the form of the lease from a 5-year lease 
renewable for an additional 5 years to a 10-year-term lease would 
provide a substantial saving in cost of administration, both to the 
Government and to the oil and gas operators. The overall term would 
not be affected in the vast majority of leases. The elimination of 
filmg applications for renewal, the processing of these applications, 
and the unavoidable delays incident thereto, would seem to overweigh 
any benefits that could result from continuing the present form. 

nator Anprerson. Has it been your experience in handling lease 
matters if a 5-year lease is granted it is generally renewed into a 10- 
year lease? 

Mr. Bratton. I have seen one or two that have not. In 99.44 per- 
cent of the cases, it is renewed. 

Senator Anperson. Then you think there would be a substantial 
saving by establishing 10 years, rather than 5 years followed by an- 
other 5 years ? 

Mr. Bratton. Yes, sir. 

For the foregoing reasons, we earnestly urge that this committee 
act favorably on S. 2181. 

We would like to comment briefly on S. 1497, a bill to amend section 
17 of the Minera] Leasing Act. e respectfully oppose this bill. 

The act as it now exists authorizes the Secretary of the Interior to 
approve cooperative or unit plans for development or operation. 
Lands committed to such plans are excluded from the computation 
of chargeable acreage vende section 27 of the act. The proposed 
amendment would provide that leases hereafter committed to any such 
plan shall not be exempted from the chargeability of the record 
owner of the lease until oil or gas has been discovered on land 
committed to the plan. We believe that it has been clearly 
demonstrated over many years that operations under a unit plan 
of development provide for more systematic and orderly develop- 
ment of natural resources, and promote conservation and the fullest 
utilization of the oil and gas resources of our country. It has been 
the consistent policy of the Federal Government for over 25 years 
to encourage operators to enter into unit plans of development super- 
vised by the Department of the Interior, Unitization after discovery 
is exceedingly difficult at best and is most generally impossible. It is 
only natural that the owner of proven acreage does not desire to 
unitize and share his known benefits with the owner of unproven 
ac 


reage. 
It is only by encouraging operators to unitize prior to discovery that 
the fullest benefits of unitization can be accomplished. To provide 
that the exception from acreage ee limitation shall not 
be effective until oil or gas has been discovered would weaken the 
incentive of many operators to enter into a unit plan prior to the 
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drilling of any wells in the area. We do not believe that this would 
be a sound step in conservation. bea [ 

While we recognize that the motivation of some persons In com- 
mitting acreage to a unit plan of development may be to obtain the 
benefits of the acreage chargeability exception, we believe that the 
sound development and conservation practices under the supervision 
of the Department of the Interior which result from unitization more 
than overweigh this factor. 

We respectfully recommend that this committee not act favorably 
on S. 1497. a: 

With reference to S. 1496, while it does not contain provisions for 
the elimination of distinction between direct and option acreage 
chargeability and for the protection of the good-faith purchaser 
wale ate vital to continued development of public lands, there are 
certain provisions contained therein which we believe would accom- 

lish a number of principles which we consider to be in the public 
interest. These include the following: . 

(1) The changing of the form of lease from a 5-year lease renew- 
able for an additional 5 years to a 10-year lease. This is also con- 
tained in S. 2181. 

(2) All acreage covered by a lease from which commercial produc- 
tion has been obtained should be relieved of chargeability. The effect 
of charging producing acreage to any operator is to constrict and con- 
tract his operations to a constantly diminishing point. The produc- 
ing lease represents successful exploration and development and pro- 
vides revenue from the public lands. To penalize the successful ex- 
plorer and developer by constricting his ability for further explora- 
tion and development is not in the public interest. 


(3) “Commence form” leases should be provided so as to conform 
Federal leases to the usual provisions of leases covering private and 
State lands in most of the oil-producing areas. The present lease 
form makes no yoann for good-faith drilling beyond the fixed 

e 


term. To provide for extension of the lease term by reason of good- 
faith drilling operations conducted at the date it would otherwise 
terminate, would encourage additional exploration of public lands and 
inevitably result in additional discovering. 

_We appreciate the opportunity to Super before you and present the 
views of our association. I should like to state that the views ex- 
pressed here today are the result of the adoption of certain basic prin- 
ciples pertaining to suggested changes in the Mineral Leasing Act, 
which basic principles were adopted by a meeting of the Public 
Lands Committee of our association on May 12, 1959. There were 
present at that meeting 24 persons representing a thorough cross 
section of the entire industry of the State of New Mexico. All of 
the principles which were there adopted and which I have attempted 
to set forth here today were unanimously adopted at. that meeting. 

My fellow representatives and I respectfully invite from the 
committee any questions as to the operation of the Federal Mineral 
Leasing Act in the State of New Mexico. We will be happy to 
provide such information as we can. 

Senator Atiorr. The “commence form” you are talking about would 
be filed, we will assume, at perhaps close to the end of the lease with 
the land office which would then constitute notice in a legal sense 
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that the land was being drilled upon and that drilling and exploration 
was in progress? 

Mr. Bratron. Yes, sir. 

Senator A1tzorr. Then how would you determine, for the sake of 
the record, how this drilling had been terminated? For example, let’s 
assume that drilling is commenced 3 months prior to the end of the 
term and that that drilling proceeded for a period of 6 months. 
This takes it beyond. You would file your commence form lease. 
/-, at do you clear the commence form off of the land office 
reco 

Mr. Bratton. I believe the provision in the bill is that if a well is 
drilling at the end of the term, the lease is automatically extended 
for a period of 2 years. If you were to have a regular commence 
form so long as the well is drilling, that would be covered, I believe, 
by the fact that during operations you have to make regular reports 
to the USGS of your operation; and when you terminate your well 
you have to make a report of that and the UsGs is constantly ad- - 
vised of the initiation of a well and of the development throughout 
the drilling of that well and of the termination of drilling opera- 
tions. 

Senator Autorrt. I assume, as a lawyer, that one of the things that 
is most desirable about the proposed law is that it requires the regis- 
tration not only of leases which are registered already in the land 
office, but of options, so that I, as an innocent purchaser, can go to 
the land office and find out whether you own, if you are selling to me, 
acreage and lease and options in excess of the legal limits. 

This then would require, in the hypothetical case I put to you a 
moment ago, if we were at the end of the term and I desired a lease 
upon this particular land—and it also involves a check with the Geo- 
logical Survey to be certain that all drilling operations have termi- 
nated. In other words, it requires a doublecheck not only of the 
records themselves, but a check with the Geological Survey to be sure 
that lease operations have terminated. 

Now, if I am wrong, will you straighten me out on this thing? 

Mr. Brarron. I had not gone so far into the mechanics of it. I 
would assume that as the bill is proposed that the notification would 
be filed at the commencement of drilling operations and I would as- 
sume that that would be noted on the land office records; although 
that is a matter within the Bureau.and I do not know about it. 

Senator Auxorr. Perhaps I have missed the boat. You have the 
hypothetical case. 

Mr. Ketuy. Let me say how it is handled on State land lease. Our 
State land lease was changed to a commence form lease several years 
ago. The regulations in that case required that 15 days prior to 
the termination of the lease you would file with the Commissioner of 
Public Lands, which would be the equivalent of the Bureau of Land 
Management, your notice of intention to drill. And after you com- 
menced the well, every 20 days you will file a report with the Com- 
missioner showing the status of the well every 20-day period. And 
thereafter, if you drilled the well and got a producer, of course your 
lease was extended automatically. If you drilled a dry hole, your 
lease was canceled. 
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Where they get the 20-day period, E do not know. I would think 
a monthly report would be better. I think in this case you should be 
required to file with the Bureau of Land Management in addition 
to the USGS your notice of intention to drill within a defmite period. 

Senator Arzsorr. If there was in S. 2181 under the commence form 
part a provision so that these should be noted on the lease or upon 
the lease records, then do you not really tighten up this whole pro- 
cedure so that I as a completely eee person who goes in to examine 
the records can tell, here is a lease which expires, we will say, July 
1, 1959. I go in today and say, “Well, this thing has expired; I want . 
a lease on it.” And I p to get a lease on it, maybe spend a lot 
of money on it and then maybe find all of a sudden somebody has 
started a well on it. Then 3 months from now they have terminated 
the well, but we have no way of terminating the record and wrapping 
up the record so I know I can get a good lease. 

Mr. Greer. The same is true on the completion cycle. We just 
completed one about 10 years ago on a lease that was-about to expire. 
In this case, we have to have a well completed by the time the lease 
is filed and we did and the information is transmitted from the 
Bureau of Land Management and in our case we called to make 
sure they had the information. But the same thing is true now as 
would be in this bill, except it would be completion. 

Senator Axxorr. I think if we are going to get into this we might 
as well clean it up properly. The real value of your county court- 
house is, that I can go to the county courthouse and I can check the 
title of various instruments that have been filed with respect to a piece 
of land. I can rely on that in the absence of actual notice or con- 
structive notice. I can rely implicitly on that. 

Now why should we not tighten this up to the point where the 
person who goes to the land office goes there and can rely completely 
on the record as to whether or not he can go after a lease, a valid 
lease, upon a given piece of property? This is my only point. 

Mr. Bratton. I could see no objection whether that purpose is ac- 
complished in the bill or by regulation. 

Senator Atxtorr. In your opinion, is it accomplished in S. 2181? 

Mr, Bratton. There is nothing in 2181 the mechanics of noting on 
the land office records the fact that drilling operations have been com- 
menced. That is not required in the bill. However, I would as- 
sume—this is assumption purely—that the Department by regulation 
would so provide; but it is not required in the bill, no sir. 

Senator Axtort. Is there any reason why we should leave it to 
regulations and not put it in the law? 

r. Bratton. No, sir. 

Senator Anperson. If it is a 10-year lease, why cannot a man get 
started on it before the 11th month? Is he just trying to extend it! 
ae should they not have finished their work in 10 years? 

r. Bratton. That occasion can occur and the 6th, 7th, or 9th 
month of the 10th year a wildcat well may be brought in offsetting 
acreage that you hold. I would leave that to these gentlemen who 
were in that operation. 

Senator ANprrson. Goto your own experience. 

Mr. Greer. From our own experience, I can see — that you 
would think ordinarily would not happen, but it happens all the 
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time that there will be leases, say, scattered over a 1-year period end- 


ing say from 1958 to 1959 and during, say, 1957, a small well perhaps 
is drilled and it does not look commercial and then in 1958 somebody 
drills a mile away from it and gets a commercial well, and then here 
isyours. Everybody tries to-save their leases. 

ator ANDERSON. Why do.they try to save them? It only costs 
them 8 cents a year to carry them, so why do anything with them? 
As an actual operator, is the difference between 8 cents and 25 cents 
on a Federal lease of any vital importance to you? 

Mr. Greer. Not the amount of rental. 

Senator Anperson. Do you have any private land under lease for 
8 cents an acre? 

Mr. Greer. It is not a question—— 

Senator Anpgrson. Do you have any private lands under lease for 8 
cents an acre? 

Mr. Greer. No, sir. 

Senator Anperson. Do you have any State land for lease at 8 cents ~ 
an acre ? 

Mr. Greer. We had some for 10 cents. 

Senator ANperson. Youhadsome. How many years ago was that? 

Mr. Greer. I forget when it was changed. 

Senator Anpgerson. Do you support that part of the bill that pro- 
vides that the second and third years shall be free? 

Mr. Greer. I believe in the instances that that is a good provision. 

Senator Anpgrson. Why? 

Mr. Greer. It certainly encourages—— 

Senator AnpErson, Holding and not drilling? 

Mr. Greer. No, sir. 

Senator ANpErson. What does it do? 

Mr. Greer. It allows an independent like the smaller companies an 
opportunity to try to explore and develop, which, if you had a higher 
price on the acreage would restrict development to the larger 
operators, 

Senator ANDERSON. On the question of S. 1497, the law reads: 

For the purpose of more properly conserving the natural resources of any oil 
or gas pool or like area. 

The aon of the Interior has ruled that any time you just 
go out and put it all together and say that that is a unit that that is 
how = can save his extra acreage Tisuh being counted against you. 
Should we go back then, if you are going to have the unitization rule 
and tighten it up to what it says here that it has to be an oil or gas pool ? 
This provides that it has to have production. Do you not believe 
that production is desirable before you get unitization ? 

There is nothing that would stop you from unitizing before pro- 
duction, but you cannot charge off the acreage. Does that not reveal 
what the purpose of unitization is in most instances, just a chance to 
charge off the acréage ? 

Mr. Greer. No sir, we cannot agree with that. 

Senator Anperson. If the law were changed so that you could do 
all the unitizing you wanted to but could not charge off the acreage, 
you would be opposed to that. So why do you want to leave it 
Just asit is? 

Mr. Greer. I believe it is a little more complicated. 
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Senator Anperson. I thought that that was possibly what is going 
on. As long as you have authority in advance to unitize—— 

Mr. Greer. Let me point out one of the problems. A lot of this 
land is in the Rocky Mountain area and the country is often quite 
rough. We have seen instances where from the time that the unit 
was approved until the drilling had commenced, until a wildcat well 
could be completed, a period of something approximately 2 years. 
had elapsed. at is a fog riod of time to have all of this acreage 
charged against and not be able to do anything else, and yet in good 
faith you are going to go ahead and try to develop this land. But 
you cannot get it removed -from your charge account until you have 

roduction, and it could in many instances be 2 years and that would 
és quite a deterrent, I believe, to exploring these rugged areas. 

Senator Anperson. If the bill is changed to 240,000 acres, are you 
still going to be in trouble? 

Mr. Greer. There is no particular change, as I understand it. It 
is only from option to clear title. 

Senator Anperson. You can have it under either option or lease, 
250,000 acres. You are drilling now as an independent? 

Mr. Greer. Yes, sir. 

Senator Anperson. How many acres of Federal land do you have 
under lease or option ? 

Mr. Greer. I don’t know exactly. I would say probably around 
30,000. 

Senator Anperson. Yould not be exactly crippled by a limitation 
of 250,000? 

Mr. Greer. No sir, not for operating. We can do ahead and drill 
on it. 


Senator Anperson. I am onl trying to find out what the real ob- 


jection to this is. You know what brought this up. In Alaska when 
we took a look at it they would have had ig in Alaska com- 
pletely unitized with only one oil well. All the lands could be tied into 
these unitized agreements and there were some very attractive provi- 
sions for rentals, and so forth, as long as you tied them all together 
instead of just applying them to regional wells. 

These things have to be fair to those funds of the Federal Govern- 
ment that profit by oil development. 

Mr. Greer. Yes, sir, I understand that. 

Senator Anperson. We changed a little bit on the rental to Alaska 
and it added to some funds that came into that new State. 

Mr. Greer. To illustrate how this applies to us, since we are very 
small, we hada deal brought to us several weeks ago in southeast Utah 
which we very seriously considered required drilling four wells which 
= budget would permit. We bought 65,000 acres. We could not 
take it. 

Senator Anprerson. That has to do with this 240,000-acre limit. 
That has nothing to do with unitization, has it? If the 240,000-acre 
limit was there either by lease or option you could have handled it, if 
that part of the bill had passed ? . 

Mr. Greer. If,that part of it had passed, yes, sir, as far as we are 
concerned. We are a small company. I do not see how in the world 
large companies could live without some provision for charging off the 
units. 
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Senator Anperson. I went over El] Paso Natural Gas and. Southern 
Union Gas and Stanolind and several others and they were all going 
to be able to live. Who are the ones who are going to be hurt? Iam 
not pressing the point. I.am not greatly worried about that provision 
of that bill mipsels; but I do think it would be a fine thing if we would 
use unitization toward the development of real structures and pools 
and not confine it to open leasing over areas where a man simply draws 
some circles and says “I believe they got something there” and I pro- 
ceed to unitize. And they have unitization after unitization where 
there is nothing but scratches, where nobody has done any solid ex- 
ploration in the field. 

Mr. Greer. That is just the departmental regulation. They have 
the authority to contract. The Department has the authority to con- 
tract those units. It is just a question of them contracting the units 
where they do not have production. They have the authority now to 
do that, and I snedenstatie: that they do do that. 

Senator Anpgerson. Do wwe mean the Department turns down an 
ss for unitization ? 

. Greer. No, sir, they unitize an area. They drill their explora- 
tory wells and if production is not established—— 
enator Anprerson. We are not talking about the same thing. I 
am talking about the fact that in Alaska they drew some concen- 
tric circles and then said, “We think the structure is here and we 
therefore unitize this 10,000 acres.” And they go on to the next one 
and they can charge all that acreage off even though they have never 
shot it once, never made an actual survey. Someone has flown over 
it and drawn some circles and have gotten away from the limitation 
of acreage. 

I do not think that is correct. 

Mr. Greer. I am familiar with New Mexico, and there you cannot 
hold it forever under unit. 

Senator AnpErson. Give me one case where they have canceled unit 
prior to a. 

Mr. Greer. If they have not, it is not because the law has not per- 
mitted them to. 

Senator Anperson. After they have developed a pool, proven a 
field, if they find by dry holes dom not belong in the unit, they can 
shrink it. But show me how they can shrink it prior to that time. 
Is there anybody from the Department of Interior here who can 
testify? When did you ever shrink a unitization agreement prior to 
the drilling of the well? 


STATEMENT OF MICHAEL GILLER, MINERALS STAFF OFFICER, 
BUREAU OF LAND MANAGEMENT, DEPARTMENT OF THE 
INTERIOR ~ 


Mr. Giter. I do not think so, not to my knowledge or to anybody’s 
knowledge. 

Senator Anprrson. They live 10 years, somebody else goes for 10 
years, all unitized, no production, no well being drilled, but the 
acreage cannot be Or os I am not so sure that we ever needed any 
acreage limitations. am not sure about that at all after some of 
the hearings I have heard. - . 





68 MINERAL LEASING ACT AMENDMENTS 


Mr. Keuxy. I think that is the crux of it. You asked how a unitiza- 
tion could be restricted to geological formation, and so on, ; 

Senator AnpeRson. I do nbs mind them unitizing every piece of 

und they want to in case they make a discovery well that they 

0 not have to worry about offsets here and there, but can properly 

develop that in a fashion to conserve the oil or gas that may re. 

But I do think it is wrong to say that that is an oil pool when a 

eologist draws some circles, because I have heard of some people 
Sitting dry holes, and I believe you have. 

The fact that some geologist draws circles does not mean there is 
any oil there, and that is all I am trying to say; that until they hit 
an oil pool they ought not be able to charge off the acreage just be- 
cause somebody draws some lines on a map, and that is what S. 1497 is 
designed for. 

The only reason this could destroy the industry is that they are 
using this as a device to destroy acreage. 

Mr. Ketiy. The unit plans now committed to the Department of 
Interior are really restricted as to time, The unit plans that are 

ing submitted in New Mexico now call for drilling of the well 
within 6 months after the plan is submitted. If that is a dry hole, 
the second well within 6 months after that well. And I renew with 
the USGS every year and it is within the discretion of the USGS 
to cancel that unit. It is automatically canceled if they do not com- 
mence the first well. 

Senator Anperson. What happened in Alaska? How many wells 
are being drilled on the unitization plan and what is the requirement ! 

Mr. Giiixr. That plan did provide for approximately 6 months 
or a year. The best authority on that, of course, Senator, would be 
the Senlasionl Survey. But my own recollection is that it provided 
for well drilling on 6 months. 

Senator ANDERSON. On every unit up there? 

Mr. Giuizr. Yes, sir; that is to the Saas of my recollection. 

Senator ANDERSON. aa ee an awful lot of units up there. 
Would you check and see what happened? Did they get some exten- 
sions rien tang that would be on the unitization plans that have 

in 

conten Gruenine. There have been only two or three successful 
wells, 

Senator Anprrson. It would have to be more than that. 


STATEMENT OF LEWIS HOFFMAN, WASHINGTON ATTORNEY, 
FORMER MINERALS OFFICER, BUREAU OF LAND MANAGEMENT 


Mr. Horrman. There are a number of development contracts as 
distinguished from unit plans which take in larger areas, but my 
best recollection is that there are about six or seven unit plans which 
are approved, and all require the drilling of the well 6 months from 
the date of the approval of the plan, and, upon finding a dry hole, 
they. must continue to drill the next 6 months, 

ection 17(b) of the Mineral Leasing Act, as amended by the act 
of August 8, 1946: That its the Secretary to enter into develop- 
ment contracts not b on a ane structure but on a large area 
where the area could not be drilled unless certain special provisions 
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are placed in that development contract. Once they drill a well under 
that development contract and they find geological data because of 
the drilling of that well, they can provide a unitization plan. Take 
the Phillips development contract, where they spent some $8 million. 
They abandoned it, and Richfield took it over. Out of that area 
may result a number of unit plans as they continue drilling opera- 
tions. It will give them more data to find what is a single structure. 

Senator AnpErson. Then you have an area above the unit plan? 

Mr. Horrman. That is correct. 

Mr. Ketuy. That is peculiar only to Alaska. 

Mr. Horrman. In New Mexico, in the San Juan Basin, we had 
section 17(b) development contracts which I believe resulted in 11 or 
12 or 18 units. Later they found gas. So, in that State we did have 
development contracts first, and i the unit plans followed after 
that. 

Senator Anperson. When we got into this question of acreage in 
Alaska and how it was being handled we got some testimony that 
might not have been accurate, but it had to do with the filing of uniti- 
zation plans, and now we will have to go back and see what the man 
who was testified on it had to say. 

Mr. Horrman. I believe I was there at the time, and I was one of 
the witnesses. At the time you interrogated Mr. Mitchell, I believe, 
it was done on the basis of both development contracts and unit plans; 
in other words, on the basis of what is not chargeable acreage rather 
than the distinction between the unit plans and the 17(b) develop- 
ment contracts. 

Senator Anperson. I am glad to have the opinions Mr. Bratton 
gave us with reference to S. 1497. AsI said to you earlier, Mr. Brat- 
ton, in private conversation, I have no particular pride of authorship 
in it. It was handed to me, and said this might be a useful thing in 
restricting oil acreage, and it was on that basis that it was requested 
so that when we got to this you could find out what people with actual 
experience thought about it. It is valuable to have the comments of 
— le who have had the experience. 

r. Hunker. Senator Anderson, I would like to point out in the 
1945 act of Congress, the Secretary of the Interior was permitted to 
unitize, to approve unit agreements of a single a eld or pool. 
Now, when the 1946 act was passed that wording was changed around 
so it read in pool or like areas. So I think the construction that the 
Solicitor put upon the provisions of the 1946 act were based on the 
fact that in 1935 you could unitize'a single area. 

Senator Anperson. That is right, and the fact that the Congress 
deliberately changed it; that is what happened in that lawsuit out in 
New Mexico when Judge Hatch, sitting on the bench, had a finger in 
changing it and he knew what he meant to do. He himself knew his 
handiwork went for nothing because after it had been changed some- 
body altered the situation. 

Mr. Hunker. I think that is significant. 

Senator Anperson. Judge Hatch announced from the stand what 
he was going to rule, and that is why the case was quickly settled. He 
was going to rule that it was not a valid way of doing it. 

I have no great interest in it. I am very anxious to see unitization 
agreements. I think they are fine things. I think we ought to unit- 

43012—59—pt. 23 
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ize, and we should be very careful about conservation and all these 
other things. 

I was trying to find out if this was primarily a device where they 
avoided the acreage limitation. Mr. os gave me the best answer 
I have had, that it sometimes takes 2 or 3 years to get these things 
underway and in the meantime you cannot be carrying a lot of acreage 
and be charged with it. 

Do you have any comments, Mr. Kelly ? 

Mr. Kettuy. No, sir. 

Senator Atxorr. I think the thing that Senator Anderson has on his 
mind is which trustees for the people in this case need we be con- 
cerned with. What he is concerned with, and was when he introduced 
his bill, was that here we have set up and now we are about to set up 
a new law, or contemplating it, in ‘hich we straighten out a situation 
and put an overall limitation on options and leases from the Federal 
Government. 

His concern, which I think is a just one, is that any person cannot 

out from under that limitation simply by taking a chunk of his 
and and unitizing it and setting it over here. 

I am wondering if there are any other circumstances which may not 
have been brought out here which affect this thing. For example, 
if you have a piece of land here which is costing you 25 cents the first 
year, where is there a law or is it the regulations of the Geological 
Survey that require you now to drill upon unitized land within 6 
months ? 

Mr. Ketxiy. Do you mean after a unit plan? 

Mr. Bratton. That is in the unit plan you submit. You agree to 
the drilling of the well, and you have to designate—— 

Senator Atzorr. In other words, this is policy of the U.S. Govern- 
ment; it is not law. 

Senator Anperson. It is policy. 

Mr. Ketty. It is in the regulations. 

Senator Axxorr. It is in the regulations, but it is not law. 

Senator Anverson. I think it can be waived after you get into it. 
You can be given an extension. 

Mr. Bratron. They have never given me or my clients extensions on 
that first well as I recall, Senator. 

Senator Atxorr. Then you drill this first well, but you commence it 
within 6 months. You proceed to conclude. I think we should have 
the regulations which are pertinent to this subject a part of the record. 

Senator Anperson. I will ask Mr. French to put into the record at 
an appropriate place the pertinent sections of the regulations which 
none the drilling of a well within 6 months, or at least a first well 
and the unitization agreement. 

(The regulations, supplied by the U.S. Geological Survey appear 
on p. 220 of the appendix.) 

nator Attorr. Now you conclude your first well and your unitiza- 
tion that you set up. How long do you have to commence your second 
well? Another 6 months? 

Mr. Brarron. I believe that depends upon the contract and the 
unit plan. Some of these units on a deep test may provide for the 
drilling of one deep test. Some may be at shallower depths. I have 
seen them require four wells to be drilled. That depends on the 
actual unit plan. 
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Senator Atxrorr. In other words, the approval of the unitization 
agreement in some instances might depend in a shallow field upon four 
shallow wells rather than just one. 

Mr. Bratton. That is right. 

Senator Auxorr. Is there any uniform policy with respect to what 
happens after you have concluded your first requirement, your first 
well, your first two, three, four wells? How long would that be? Or 
would it depend entirely upon the unitization agreement you made 
with the U.S. Government ? 

Mr. Greer. Each year you have to submit a plan of development to 
be approved. 

Senator Atxorr. If you do not drill another well your lease is not 
canceled; you still hold your lease under the same terms you held it, 
but you are then chargeable against your overall limitation with the 
acreage which was in the unit. Is that correct? 

Mr. Bratrron. As soon as that unit is terminated; yes, sir. 

Senator Attorr. The unit would be terminated if you did not drill 
the first well or if you did not drill the subsequent wells? 

Mr. Brarron. That is right. 

Senator Axttorr. Then the real hold and the real control of this 
thing depends primarily upon the job that the U.S. Government does 
by policy and regulation, as to how many wells shall be drilled and at 
what times and what the time limits would be. 

Mr. Bratron. I do not know about Alaska. 

Senator Attorr. I am not talking about Alaska and Hawaii in this 
thing either because we have recognized in our committee meetings 
that there is a substantially different situation there. So let us not 
try to apply our conversations to Alaska for the time being. 

Senator Anperson. I am not sure that I got what was regarded as 
an answer, at least to a question raised by Senator Allott. 

Let us say we have deep test areas going to run into a lot of money, 
and there is a unitization agreement, and that applies to the drilling 
of one well only—and many of them are that way—that is drilled to 
12,000, 18,000, 14,000 feet, and that at the completion of that, that is a 
dry hole and the lease is not being held for the full 10-year period 
without the necessity for any other well—or is there any change in the 
unitization agreement by action of the geological survey? Does it not 
stay in the unitized area so the acreage is not chargeable? 

Mr. Greer. If it is a dry hole, they can dissolve the unit in a short 
time, if they get production. 

Senator Roos By “they” to whom are you referring? 

Mr. Greer. Geological Survey. I will give you an example of one 
of 43,000 acres. 

We established production and filed our final development for pro- 
duction. Each year we would drill so many wells. We finally de- 
veloped about 25,000 of the 42,000 acres with production. At this time 
it is now operated by another company. There are about 10,000 or 
15,000 acres that are not developed, but the Department has advised 
that, unless production is obtained, that they will contract this unit, 
and, as a result, there have been three deep wells scheduled to attempt 
to find production of these other lands. 

In this instance I think it was a fine thing that the land was unitized 
There is patented land mixed in with it, and those farmers will benefit 
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by the control which the Department has placed on the operator to 
continue developing and drilling. 

Senator Atxorr. Then, to pin this down, this is the unitization 
approval by the Geological Survey, and it contains the terms under 
which you will be able to continue to hold your unitization agreement. 
Is this correct ? 

Mr. Brarron. That is correct. 

Senator Atxorr. This is the real question, I think, as to whether or 
not they do have a firm policy on this and what that policy is, and we 
may want to go into that. 

For the sake of the record, I think maybe something ought to be 
put in here. You have a cost with a well. In other words, you pay 
something as a producer. I am talking to you asadriller. You hope 
you area producer. But I am talking to you as a lessee. 

In order to maintain your unit agreement, you do have a definite 
financial rouponiel plley then, that you have to assume, and that finan- 
cial responsibility would be the cost of drilling a well or wells under 
the unitizing agreement as it is approved by the Geological Survey ? 

Mr. Greer. Yes, sir. In our instance we understood it was a firm 
obligation. In other words, we could not agree to drill a well and 
then 6 months later say it does not look so , we will not drill. We 
understand it to be a firm obligation. 

Senator Atxorr. In any sense, if you did not drill, you would im- 
mediately be charged back with your acreage. So the purpose would 
be accomplished that way. 

In any event, what I am trying to get at—and this clears this up for 
me: 


Su posing you have 230,000 acres and you unitize 20,000 acres. 


Would that be a reasonable unitization unit ? 

Mr. Greer, Yes, sir. 

Senator Atxorr. If you unitize that and you do not drill your well 
or you do drill your well and do not drill subsequent wells required by 
the agreement, any one of these contingencies, they would dissolve 
the unitization agreement and it would immediately fall back into 
your pot and then you would have more than your share of leases or 
options, and they would be canceled out ? 

Mr. Grerr. Yes, sir. Ordinarily I am sure the Department would 

ive you notice. How much we don’t know, but it would probably 
be 3 or 4 months, to dispose of your acreage. 

Senator Arxorr.. This is an important point because you just don’t 
get. to spine off part of your acreage into a unitization agreement 
and avoid the loss, because when you do that, by the policy and by 
the regulation of the Geological Survey, you have to commit yourself 
to financial responsibility in the drilling of wells, a well or wells, in 
order to get this permission to unitize ? 

Mr. Grerr. Yes, sir, 

Senator Atiorr, That answers my question, and I think that is all 
for the time being. 

I have in my hands the Code of Federal Regulations, “Title 30: Min- 
eral Resources,” and on page 239 is the form of unit agreement for 
unproved areas, and, going over to subsequent pages, this sets up the 
policy, and I think perhaps that it might be well to put this entire 
agreement form in the appendix of the record. 
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Senator Gruentne. Are there any other questions? _ 

Do you gentlemen have anything more you would like to say? 

Mr. Kutxy. I would like to make one comment on Senate bill 2308, 
which is a bill to validate certain extended oil and gas leases. _ 

Senator, this is, as it states, a validating act. The Solicitor on 
August 29, 1958, rendered an opinion in which under certain condi- 
tions the oil and gas leases were extended for a 2-year period beyond 
the second 5-year renewal. I will not state the conditions, but he 
issued this opinion in which he approved the 2-year extension. 

This bill is to do nothing but to declare that the Solicitor’s opinion 
is valid by law. 

As you can see, the opinion is dated July 28, 1958. One year has 
already passed. If you had a 2-year extension, your 2-year extension 
right now is in sort of a state of flux. 

e do not have a court decision as to whether or not that extension 
is valid. AsI understand it, one case has been protested in the Bureau | 
of Land Management, and it has been processed through the Solicitor’s 
office but has not had a final decision - the Secretary. However, the 
Solicitor’s opinion holds his opinion of August 29, 

In order to get development on these 2-year extensions, Senator, 
I believe it is very vital that the Congress pass this bill in this session 
because you see it will still leave us only 1 year in which to develop 
these leases. If we have to wait for departmental and court action, 
the 2 years might be used up and we would automatically lose leases. 

Senator Auiorr. This refers to the bill offered by myself? 

Mr. Ketty. Yes, sir. 

Senator Autorr. I would like to ask these other gentlemen here if 
there are any legitimate objections from the public interest stand- 
point why a bill like this should not be passed. 

Mr. Hunxer. I know of none. 

Mr. Frencu. The report was received from the Department of the 
Interior within a matter of moments ago. 

Senator AtLort. Maye have that put in the record ? 

Senator Anperson. Yes; I think we should place all the bills and 
the reports thereon in the record. They will appear as an appendix 
to this printed record, 

Mr. Ketty. I would like to urge upon this since it was only 1 year 
with respect to the extension 
_ Mr, Greer. Some of them expire in November and December. So 
it 1s getting very urgent. 

Senator AnprrRson. What is this? 

_Mr, Kexiy. Five-year primary and secondary and 2-year exten- 
sion in order to give the person who received it 2 years in which to 
drill his well in order to protect his lease. This applies to the ex- 
tended parts of the lease which the Solicitor has held as for both the 
assignment and the original lease. 

Mr. Greer. I would like to point out there are a large number of 
these leases which will expire this fall, and, unless wells are drilled, 
the companies are going to lose their interest, and right now there is a 
title interest, and so it is a matter of extreme urgency. 

Senator Gruenine. Mr. Chairman, I have a question dealing with 
S. 2181, I merely want to ask you a question for my own informa- 
tion and for the record. 
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On page 5, section 27, we find the following : 


No person, association, or corporation, except as herein provided, shall take 
or hold coal leases or permits during the life of such lease in any one State 
exceeding an aggregate of 10,240 acres. 

The Alaska law limits us to one-quarter of that title 48, sections 434 
and 435 do not allow us to consolidate additionally. That is the max- 
imum that anyone can lease. 

My question is this: 

If this act is enacted, does that automatically apply to Alaska? It 
establishes the amount of acreage which has been leased for coal at 
10,240. The Alaska law, passed in 1914 and which has not been lim- 
ited, limits us to 5,260 acres and prevents our having more than that 
in the following sections. I can read the pertinent sections if you 
would like to have it. 

Senator Autorr. Refer to it by number. 

Senator Anperson. Do you know why this 10,240 acres was put in 
here, Mr. O’Callaghan ? 

Mr. O’CatiacHaAN. Yes, sir. 

Beginning on page 5 of the committee print, where it says section 
27 is amended to read as follows, that language dealing with coal was 
a coal bill which was passed by the last Cinurhenss It had to do 
specifically in the Rocky Mountain States, with the possibility that 
fewer companies will use coal deposits to generate their power. To 
give prospective powersites or give prospective powerplants assurance 
of a 20-year supply of coal or some such other time to get their amor- 
tization, this coal bill to increase holdings was passed. 

Senator AnpERsoN. Was it passed and signed by the President? 

Mr. O’CaLLaGHAN. Yes, sir. 

Senator Anperson. Then why do we have it here? 

Mr. O’CatxacHan. Because the technicalities of recasting the law 
suggested it would be better to amend to read as follows. This bill 
follows the existing law except for these changes to be made. 

Senator Anperson. Now can you give Senator Gruening an answer? 

Mr. Horrman. May I suggest to you, Senator Gruening, that the 
Mineral Leasing Act of 1920, which we are discussing now, as amended 
by various amendments, contained provisions not only for oil and gas 
but for coal, potash, sodium, and phosphate in Alaska preceding the 
Mineral Act of 1920 so far as coal is concerned by the 1914 act. The 
amendment of the 1914 act in Alaska to increase the acreage for coal 
in Alaska is before the Congress now. You, Senator, introduced a 
bill to that effect. 

The Department consistently interpreted any provision of the Min- 
eral Leasing Act of 1920 relating to coal as not applying to Alaska 
because it has its own bill affecting the leasing of ate £5 Alaska. 

Senator Anprerson. Is the answer to Senator Gruening, then, that 
the 2,560-acre limitation will apply in Alaska and 10,000 acres will 
apply to the rest of the limits of the continental United States? 

Mr. Horrman. Yes, sir. 

Senator ANpErson. His question, then, is why should we not add in 
here including Alaska. 

Mr. Horrman. Then you would have to add further language va- 
cating or abolishing the act of 1914 and have Alaska come under the 
Mineral Leasing Act of 1920. 
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Senator Gruentne. In the first place, our bill has not been acted 
upon. Our bill asks for somewhat more substantial amounts. It 
asks for 30,728 acres as a total. The Department of Interior has re- 
ported that it would agree to 20,000. So that, in any event, this figure 
would not be satisfactory. But I was wondering while we are passing 
this bill why we could not automatically include Alaska at least to the 
amount of 10,240 acres so, if we do not get favorable action on this bill, 
we will at least have raised the amount from 2,560 to 10,240. 

Mr. Horrman. You would have to change some other provisions of 
the act of 1914, which is not consistent with the 1920 act. 

Senator Grurenina. There is nothing excepting Alaska ? 

Mr. Horrman. I would suggest amending it to excepting Alaska. 

Senator AnpErson. This is a little private battle we can work out 
within the committee. 

I think it is entirely proper, and it is not only proper but I hope 
when we get to a markup session on this bill, we will try to correct that. . 

Of course, Alaska is going to be the same problem that Texas was 
all these years. So now it is going to have to be bigger than everybody 
else; 10,000 acres of coal land is quite a bit of land. 

Did this not have something to do with the lease that the Utah Con- 
struction Co. wanted to take on lands for the Navajo Indians also? 

Senator Auorr. I think so. 

Senator Anperson. In any event, I appreciate the fact that the 
attention of the committee has been called to it. 

Senator Gruening is right in his question that different treatment is 
accorded Alaska than the rest of the United States. He thinks it is 
in the wrong order. He has a fourth, and he thinks it should be three 
times as much. 

May we have a comment on S. 1272 which I introduced the 5th of 
March, which had to do with the partial assignments? It was 
brought about by a ruling by the Solicitor, and it can be explained if 
you need it explained. I would like to have your comment on it as to 
whether this bill should be passed. I will state that the Department 
ena and the Bureau of the Budget reports are favorable on 

. 1272. 

Do you have any particular comment? Do you see any objection 
to doing this? 

Mr. Bratton. I would say this: 

Our association has taken no position with regard to this bill. I 
believe that before this committee will appear members of associations 
on both sides, for and against the bill, and, as I appear here today as 
a spokesman for the New Mexico Oil & Gas Association, I would 
appreciate not commenting one way or the other on the bill. 

Mr. Hunxer. I have prepared a background memorandum with 
respect to this bill, Senator, and it was my thought that that matter 
would be taken up later today or tomorrow at the committee hearing. 

Senator Anpgrson. I am personally willing for you to reserve your 
comments, 

Senator Atxorr. This bill covers a part of the bill which I have 
offered, which is §. 2308. Is that correct? 

Mr. Honxer, That is correct. 


Senator Attorr. But it is aimed at the same general area and prob- 
lem as S, 2308? 
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Mr. Hunger. Yes, sir. 

There is a difference between your bill and Senator Anderson’s bill. 
_ Senator Anperson. As long as it is the same general principle that 
is taken care of, we will come back to that later. 

Mr. Greer. I will be glad to state my personal opinion. I am in 
favor of that. 

Mr. Ketuy. I have a comment on S. 2181. 

I would like to urge, on S. 2181, that the committee recommend 
passage of the bill, especially the good faith provision in the bill, due 
to the fact that development of the Federal lands is being retarded 
because you cannot get a legal agreement, and, therefore, banking is 
becoming more and more difficult. 

The only comment to strengthen Mr. Bratton’s statement is that I 
think that some of the other changes in the bill should be considered 
as minor, and if they are carried over to the next session of Congress 
I do not believe we would have any objection to it, such as, Senator, 
the acreage limitations and other phases, but the good faith provision 
is urgent at this time in order to properly develop Federal lands. 

Senator Auyorr. Your point is well taken. Ido think we are going 
to have too much trouble on the other features of the bill. 

Senator Anprrson. I do not think so. 

I said what I think about acreage limitation. I went through one 
long hearing and came out with the conviction that probably it would 
not make much difference if we abolished the whole thing. 

You do not have the limitations on State lands or private land, 
and I do not think there would be a useful purpose on Federal lands, 
but there are some people who feel there are. 

I thought somebody was recommending that we raise the 2,560 acres 
to 250,000 acres, and I think that bill would die a natural death, but 
not the bill we are talking about here. 

If there is:‘no objection, we will recess until 2 o’clock. 

May I personally express my thanks to these four witneses. 

Mr. Brarron. Thank you and the committee for hearing us. 

(Whereupon, at 12:30 p.m., the committee recessed, to reconvene 
at 2 p.m., this same day. ) 


AFTERNOON SESSION 


Senator Gruentna. The subcommittee will be in order. 

Our first witness this afternoon is Ralph Trigg, of Albuquerque, 
accompanied by Lewis Hoffman. 

Proceed, Mr. Trigg. 


STATEMENT OF RALPH TRIGG, ALBUQUERQUE, N. MEX., 
ACCOMPANIED BY LEWIS HOFFMAN 


Mr. Trice. Suppose we take up S. 1272, Senator, if that is agree- 
able to you. 

Mr. Chairman, my name is Ralph S. Trigg. I am a small independ- 
a coer in the oil and gas business and live in Albuquerque, 

. Mex. 

I apreciate the opportunity of appearing before this subcommittee 
in pr aly of Senate bill 1272 which was introduced in the Senate 
= March 5, 1959, by the Honorable Clinton P. Anderson of New 

exico. 
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It should be pointed out that this bill is strictly a relief bill and 
in no manner amends or changes the provisions of the existing Mineral 
Leasing Act of February 25, 1920 (41 Stat. 437), as amended. This 
bill, if enacted into legislation, will give relief to a number of lease- 
holders, who in good faith were following the established procedures 
of the Bureau of Land Management of the Department of the Interior, 
but stand to be penalized because of a reversal of a solicitor’s opinion, 

The Department of the Interior decision of June 4, 1957, M-36443, 
permitted the extension of a lease for 2 years beyond its initial term 
of 10 years by filing a partial assignment prior to the expiration of the 
10-year period. That interpretation was reversed in a decision dated 
August 11, 1958, wherein it was held that no such extension can be 
obtained by partial assignment of a lease during the last month of its 
fixed term. There was no prior notice of this August 11, 1958, de- 
cision and those leaseholders who followed established procedures and 
filed a partial assignment in the 12th month of the 10th year of a . 
lease were denied a 2-year extension as provided for by the Depart- 
ment’s decision of June 4, 1957. While appeals have been taken for 
the most part where extensions have been denied, this legislation is 
required to correct the situation which has brought hardship to a 
number of leaseholders. 

While I am not aware of any such case it is possible for an operator 
to have been seriously damaged by having a well drilling on a lease 
in its 12th month of the 10th year and waiting until the 12th month 
to file a partial assignment. In such a case the lease could not have 
been extended to permit the completion of the well. 

Should this bill become a law it would be most helpful to those in- 
dividuals with appeals pending to have the extension of leases on 
which partial assignments were filed during the month of September 
1958, date from the effective date of the law. Already 9 months have 
elapsed during which time no action could be taken with respect to 
leases under appeal as a result of the August 11, 1958 decision. 

I understand that the Department of the Interior has no objections 
to the enactment of S. 1272. Enactment of this bill into law will pro- 
vide relief for a number of leaseholders who relied upon a. solicitor’s 
opinion but suffered a hardship when such opinion was subsequently 
rev . 
Senator Gruenina. Mr. Trigg, who reversed the Solicitor’s opinion ? 

Mr. Trice. The Solicitor of the Department at that time. 

Senator Grueninc. Do you mean there was a change of personnel 
and consequently a change of opinion ? 

Mr. Trice. I do know of the change of personnel, Senator, but there 
was a change of opinion within ton nears itself. 

— GruEnine. Could you inform me how-the change took 
place 


STATEMENT OF MICHAEL GILLER, MINERALS STAFF OFFICER, 
BUREAU OF LAND MANAGEMENT, DEPARTMENT OF THE IN- 
TERIOR—Resumed 


Mr. Griuzr. I will do my best, Senator. 
Senator Gruznine. Who wrote the original opinion? 
Mr. Giuter. A member of the Solicitor’s Office. 
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Senator Grueninc. Who was the Solicitor at the time? 

Mr. Grier. The same Solicitor who was in office at the time the 
subsequent decision was written. 

Senator Gruenine. Who was he? Is this a secret? 

Mr. Guues. Elmer Bennett was the Solicitor at the time the first 
decision was written. I do not believe he was the Solicitor at the 
time of the second. 

Senator Gruenina. In other words, he reversed himself. 

Mr. Grier. Senator, we have to say the Solicitor’s Office did re- 
verse itself, yes. A question of interpretation. 

Senator Gruentne. If that is a fact, why not say it? 

Mr. Gruuezr. I said it, Senator. 

Senator Gruenine. Very good. Do you happen to know any reason 
why the reversal took place ? 

Mr. Grier. I suppose it was because of due consideration of the 
law and it was believed that the first opinion was written as a result 
of an erroneous conception of what the law meant or provided for. 

Senator Gruentna. Could we get a statement from the Interior 
Department explaining why this reversal took place? It is always 
disconcerting when you find reversals, especially when they come from 
the same individual. 

Mr. Gritzr. Senator Gruening, may I say I am connected with the 
Bureau of Land Management and that I understand the representa- 
tives of the Department as well as of our Bureau will be here before 
this committee tomorrow to testify, and I respectfully urge that you 
defer your request to me so that you might address it to the Solicitor. 

Senator Gruenine. Your respectful urge will be received and the 
questions will be addressed to them. 

Mr. Grier. Thank you, sir, very much. 

Senator Gruenine. Let me ask you another question. How many 
people do you think will be benefited by this? 

. Guzr. Senator Gruening, I have no way of knowing except I 
am sure there are a number of people in the public land States because 
of the procedure that was changed without any pz‘or notice to the 
leaseholders. 

Senator GRuENING. You have no knowledge how large the holdings 
are in the aggregate? 

Mr. Grier. I do not, sir. 

Senator Groenine. Or the dollar value of the benefits that will be 
deferred ? 

Mr. Giuzr. The dollar value could be material because leases had 
already run their 10-year term and undoubtedly many of them were 
in areas that were ae important. How much it would be I would 
hesitate to say or the number involved. I just don’t have any way 
of knowing. 

Senator Grurenrne. Senator Allott, do you have any questions? 

Senator Atzorr. Yes, I do. 

You are Mr. Trigg, I presume? 

Mr. Trice. Yes, Senator. 

Senator Atzorr. I was detained for a few minutes. Mr. Trigg, 
I would like to have you explain for the record, and I think you are 
re, qualified to do this, the difference between S. 1272 and 

. 1497 and the effect that each would have. 
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STATEMENT OF RALPH TRIGG, ALBUQUERQUE, N. MEX, 
ACCOMPANIED BY LEWIS HERMAN—Resumed 


Mr. Triae. Senator. I do not believe that S. 1497 and S. 1272 even. 
attempt to do the same thing. S. 1272 again is a—— 

Senator Anxorr. I beg your pardon. I gave you the wrong bill. 
It is S. 2308, which is the bill introduced by me, and 1272, the bill 
offered by Senator Anderson of New Mexico, which are similar. 

Mr. Trice. Senator, I do not believe there is any inconsistency be- 
tween the two bills whatsoever. If I understand the provisions of 
S. 2308, your bill, what it actually does, is to validate or make legal 
all of the extensions that were granted under the Solicitor’s opinion 
of June 4, 1957. It just makes certain that any lease that was ex- 
tended as a result of that decision is validated by your bill. S. 1272 
provides that those people who filed partial assignments in the month 
of September 1958 on leases that were expiring on October 1, 1958, - 
such leases would automatically be extended if 1272 is enacted into 
legislation. As it now stands, those were denied. 

enator Atuotr. To simplify this matter would it be a fair state- 
ment to say that the bill offered by myself is a more encompassing 
bill than Senator Anderson’s? 

Mr. Trice. Senator, I believe that they both do separate things. 
They are two bills dealing with somewhat the same problem. Whether 
or not one is more encompassing than the other I do not know. Per- 
hae Mr. Hoffman, who is here with me, might be able to shed some 

ight on it. 

Mr. Horrman. Senator, your bill, incidentally I heartily endorse it, 
will protect the rights of people who earned these rights, would not 
grant relief to a comparatively small group of lessees who during 
the month of September 1958 had no knowledge of what is known 
as the Franco-Western Oil Co. decision which was changed in its 
interpretation three times by the Department within a, short period. 
The decision was rendered during the month, the latter part of fat 
I believe, but it did not receive publicity until cate the end of 
September, even though the decision had the effect of a regulation. 

In the decision there is no requirement on the part of the Interior 
Department to publish in the Federal Register so that everyone con- 
cerned would know the effect of a decision. However, it was given 
notoriety through the inner circles of the oil industry and through 
the Department in the latter part of September. In the meantime 
those who relied on the decisions of which they did have knowl- 
edge—— 

nator AtLott. That is the first decision ? 

Mr. Horrman. The first decision, and the second decision—ap- 
proved partial assignments and under the regulation partial assign- 
ments when approved, extend leases for a period of 2 years. ey 
segregated two portions of the lease, the assigned portion and the 
retained portion, and both receive an extension of 2 years. That is 
under section 30(a) of what we commonly call Public lew 555 passed 
on July 29, 1954. 

That was the interpretation given by the Department and. based 
on the ipheaprrtation of the Department and relying on their rights 
to make such partial assignment, during the 12th month of the lease 
they acted in good faith and made such partial assignment. 
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Now the decision in the Franco case gave relief to those who made 
those assignments during the month ef August 1958 but.did not give 
it to those who made the assignment during September of 1958, not- 
withstanding the fact that during that month-very few lessees knew 
of the changed interpretation of the Department or the granting of 
additional relief to certain classes of people. 

We felt, and the Department goes along by its report, that the com- 
ee few—you asked, Senator Gruening, how many there were. 

my opinion there are few, very few people who are involved who 
made partial assignments during the very month when the decision 
was rendered. When they had no opportunity to learn of it, they 
should not lose their rights and even if only one lessee were involved, 
if they do an injustice, why if it is within the power of Congress to 
remedy it we urge it be remedied. 

We think that is relief for that class of lessees. 

Senator Atuorr. Would I be as safe in saying—and I am not as 
well acquainted with analysis of S. 1272—that the bill which I have 
offered, S. 2308, would also give relief to the people who are involved 
in S. 1272? 

Mr. Horrman. Not the terminology you use, Senator, for this rea- 
son: Your bill would confirm the action already taken by the Depart- 
ment in approving partial assignments and granting extensions of 
both portions of the lease. In our view the Department refused be- 
cause the partial assignments were made after the decision was 
rendered but of which they had no knowledge, while in yours we con- 
firmed an action already taken by the Department and with which 
the Department goes along. 

Our Mill, S. 1272, would grant you relief where the Department 
has not acted. They are pending on appeal before the Department. 
A literal interpretation of the last departmental decision would deny 
rights to those who made partial assignments in September even 
though they had no knowledge of the change of attitude and thinking 
of the Department. We think, and the Department thinks by its 
report, that it is only fair to direct it to these people and give them 
the rights they should have. 

Senator Attorr. In both instances? 

Mr. Horrman. In both instances. Yours will not give relief to Mr. 
Trigg, for instance, who has a lease and has an appeal pending be- 
cause the partial assignment was made in September 1958. Notwith- 
standing the fact he made the partial assignment without any knowl- 
edge of the last departmental decision. 

Senator Atxorr. Thank you. 

Senator Gruenine. Any further questions? Mr. Wood, have you 
ga nc 3 

r. Woop. I would like to ask a few questions. 

Would this bill, S. 1272, if it became law deprive any holder of a 
lease of any vested right that he might have? 

Mr. Horrman. No, sir. No outstanding lessee would be deprived 
of his holding if the lease was properly issued. I am not in a posi- 
tion to say what the various land offices did in connection with what 
we called top filings. 

I will this remark in that connection: When you file an ap- 
peal and the Department denies the extension, it is terminated based 
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on the second decision. When you file an appeal, under the rules of 
practice it segregates that land so that no one else could file on it. 
If they file on it, they are subject to rejection because until the appeal 
is adjudicated and the final decision rendered by the top echelon of 
the Department, the Secretary, no one can gain any right by filing 
application therefor, because it is still on the records as a subsisting 
lease. Whether it remains so or not depends on the final adjudica- 
tion of the case.. So no one was hurt who had a right to claim those 
lands for lease. 

Mr. Woop. Then this would apply only to those people who had 
exercised their right of appeal, and where appeals are pending? _ 

Mr. Horrman. That is right. Where ordinarily no one else applied 
for them. 

Mr. Woop. Actually the difference between this bill and Senator 
Allott’s bill is that Senator Allott’s bill would take care of those 
people up until the supplemental decision was issued August 28, 1958 ? 

r. Horrman. That is right. 

Mr. Woop. And S. 1272 would take care of those from August 28 
through September 30 when they expired ¢ 

Mr. Horrman, That is exactly correct, Mr. Wood. 

Mr. Woop. That is all I have, sir. 

Senator Gruenine. Mr. O’Callaghan, you are here representing 
Senator O’Mahoney. Would you like to ask a question ? 

Mr. O’CatuaGHAN. Yes. I think it would be good for the record if 
this could:be developed. Do you have any knowledge of the appeals 
called the Sterling appeals? 

Mr, Horrman. Yes, I have.’ I represent some of the parties, some 
of the parties who were granted extensions by the Interior Depart- 
ment for whom Senator Allott’s bill would confirm the action of the 
Department. 

0 you want me to develop how this came before the Department 
on a peel} I can do so, and I will try to do it in as few words as 
possible, 

Mr, O’CauiaGHAN. I think it would be helpful to the record. These 
bills are not addressed to totally academic situations, are they ? 

Mr. Horrman. Originally a lease is issued for a period of 5 years 
and as long thereafter as oil and gas is produced in paying quanti- 
ties. The current law, and going back to 1935, extensions of leases 
were permitted without discovery of oil and gas upon the filing of an 
application therefor by a lessee within the period of 90 days before 
the termination of the 5-year period. 

On July 29, 1954, the President signed an act of Congress known as 
Public Law 555 amending section 30(a) of the Mineral Leasing Act 
to provide that where partial assignment is made of a lease the portion 
assigned and the portion retained by the lessee are entitled to a 2-year 
extension. No mention was made of the fact that if he made such an 
assignment in the 12th month or the 11th month or 10th month of the 
10th year of the lease. The act specifically stated that if a partial 
assignment is made then each segregated portion is entitled to a 2-year 
extension of the lease, if the term of the lease does not run so long. 
If it is made in the 7th year you would have more than 2 years any- 
way so you would not get an extension, but if it is made in the 9th year 
he would get 2 years and in the 10th year he would get 2 years. 





82 MINERAL LEASING ACT AMENDMENTS 


The Department itself interpreted that it was mandatory for the 
Secretary to grant such an extension. Consequently, it approved 
partial assignment the 10th, the 11th, and the 12th month of the 10th 

ear until it was changed by later decision excluding the 12th month. 
am not going into that because it will take long. : 

It also granted extensions. There are other people, based on the 
original interpretation of section 30(a) of the Mineral Leasing Act 
as amended by Public Law 555 who claimed that the Secretary 
could not grant any extension of the lease beyond 10 years unless dis- 
covery of oil or gas was made in paying quantities. Consequently 
without, in my opinion, any authority of law, they filed applications 
in the land office for the same land embraced on a lease which was so 
extended by the Department which covers Senator Allott’s bill and 
claimed a right to the lands based on the fact that the lease actually 
terminated at the end of the 10 years and that the Secretary had no 
authority to grant further extension without discovery of oil or gas. 

It so happens in the case of Sterling, and I do not know Mr. Ster- 
ling, he may be a man of good faith, but he happened to file in prac- 
tically many of our land Giices, thousands and ‘emcee of acres, of 
lands covered by leases in which the Secretary under section 30(a) 
and under this Franco- Western oil and decision, applying section 
30(a), approved partial assignments. He filed on the same lands new 
applications and they were rejected, based on the fact that those lands 
were embraced in subsisting leases, duly and properly extended by 
the Secretary of the Interior, from which action he appealed. 

The appeal was from the manager of the various land offices to the 
Director of the Bureau of Land Management. The Director affirmed 
the rejection of such applications. ereupon he is now appealing 


to the Secretary of the Interior. In the meantime, since only 2 years 
were granted from the date when the extensions were originally 
granted—in other words, more than 9 months have gone by; these 
spe may take years, and they may take them to the courts. In 


a 
the meantime we can win the case and yet lose our objective because 
we will have no lease to operate on. Hence, the rhe of Senator 
Allott’s bill. 

Likewise, in principle, the value of our bill 1272, to preserve the 
right and have the Congress act in such time so we can benefit from 
that right in operating on the lands. 

Senator Grugentne. Any further questions? 

Mr. O’CatiacHan. No, sir. 

Senator Gruenine. Does that conclude your testimony on that bill? 

Mr. Trice. It does, Mr. Chairman. 

Senator Gruenine. Thank you very much. 

We will proceed to the next one, which is Senate 1496. 

Mr. Trica. It is; yes, sir. 

Mr. Chairman, my name is Ralph S. Trigg. I am a small inde- 
pendent operator in the oil business and live in Albuquerque, N. Mex. 
_ L appreciate the opportunity of Sens before this subcommittee 
in Support of Senate bill 1496, which was introduced in the Senate on 
he 23, 1959, by the Honorable Clinton P. Anderson, of New 

exico. 

This bill proposes to make certain changes in the Mineral Leasing 
Act and has as its objective the simplification of administrative proce- 
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dures and at the same time provides certain-benefits for the oil indus- 
try whereby greater incentive is created for operators in the search for 
and discovery of oil reserves which is becoming increasingly expensive 
from year to year. 

Experience dictates that revisions in legislation are desirable from 
time to time as programs change and methods of operation differ. 
Certainly methods of operation in the oil industry differ today from 10 
to 20 years ago.. I believe the proposed revisions of the Mineral Leas- 
ing Act as contained in S. 1496 will greatly aid the oil industry in its 
continuing search for more oil. 

Section 1 of this bill provides for a single 10-year lease as opposed 
to the present 5-year lease with a 5-year extension. This change 
alone should provide considerable savings in administrative costs and 
simplify procedures for leaseholders. There appears to be no objection 
on the part of anyone to this peopoged change. 

I have had the opportunity of discussing the provisions of this bill 
since its introduction on March 23, 1959, with many individuals in the - 
oil industry, both small independent operators and individuals with 
large operators and major oil companies. Practically 100 percent of 
these individuals endorse the provisions of S. 1496 with the exception 
of Section 2. Apparently there is widespread industry opposition to 
section 2 of the bill and I would like to suggest that consideration be 
given to dropping all of the provisions of this section dealing with a 
preference right to a new lease when the initial 10-year term expires. 
I understand a proposed redraft of this section has been filed with 
the chairman of this subcommittee. 

The remaining part of section 2 having to do with the extension of 
a noncompetitive lease on which drilling operations are being con- 
ducted at the end of the term of the lease is very important to the 
operators in the oil industry. Many times difficulties arise where it 
becomes impossible to complete a well prior to the end of the term 
of a lease, and since present legislation requires the production of oil 
or gas in paying quantities before the expiration of a lease, hardships 
can arise for the operator. 

Section 3 of the bill is a necessary change in present legislation if 
section 1 of S. 1496 is adopted having to do with a single 10-year term 
for a lease. 

Section 4: There appears to be widespread industry support for the 
change provided in this section of S. 1496 whereby producing leases 
are excluded for accountable acreage under the limitation. If a pro- 
ducing oil or gas well validates and holds a lease as long as oil or gas 
is produced in paying quantities, then it stands to reason that such 
lease should be excluded from accountable acreage that is being ac- 
cumulated for exploration and development for the purpose of dis- 
covering oil or gas in paying quantities. Considerable benefit. will 
accrue to the industry by adoption of this provision. I would like to 
suggest that consideration be given to changing this section of the 
bill in a slight manner to dolaitals clarify, for the benefit of the 
operators, the exact amount of acreage ak can be held at one time 
by any one individual, association, or corporation in leases or options 
or both. 

Section 5: This section deals with the effective date of an assign- 
ment following its filing in the proper land office. By adopting this 
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section a leaseholder will obtain the full term of a lease whereas at 
present a lease cannot be extended at the end of its 10-year term unless 
a partial assignment is filed prior to the last month of the term. [| 
understand there is no. objection on the part of anvone to this change. 

Section 6 of this bill provides among other things for changing the 
lease term from.5 years to 10 years and is consistent with the provi- 
sions of section 1 of S. 1496. The principal change brought about 
by this section is to permit.an assigned portion 'of a lease to hold the 
entire lease in case of a discovery of oil or gas in paying quantities 
on the assigned portion. Adoption of this provision will facilitate 
drilling operations in certain areas because of different methods of 
acquiring sufficient acreage for test wells. Many oil ee prefer 
acquiring acreage through outright assignment rather than through 
operatin ments because of simplicity of lease management. A 
holder of a Sean can accomplish the same result as this section is pro- 
posing to do by entering into an operating agreement instead of 
making an assignment. e greatest amount of acreage that would 
be involved is a full lease of 2,560 acres. The greatest amount of 
acreage a discovery could hold other than the assigned portion would 
be 2,520 acres; in the majority of cases it would be much less. 

Section 7: This section provides for the exchange of a lease under 
the new law, but requires the lessee to exercise this right within 1 year 
from the effective date of the new law. There is a further proviso 
that no exchange lease when added to the original lease shall extend for 
more than a total of 20 years. I believe I am correct when I say that 
every revision of the Mineral Leasing Act since it became a law on 
February 25, 1920, has provided for lessees to consent to come under 
the provisions of a new law. 

erefore there is precedent for such an arrangement in this bill. 
It is quite possible that only a small percentage of the leaseholders 
would consent to exchange leases and come under the new law, but in 
order that there would be some additional benefit to the Government 
I would suggest an annual rental of $1 per acre for any exchange 
lease. This would tend to further restrict exchange leases, but would 
provide a way for the small independent operator to continue his 
efforts to discover and produce oil in areas where a considerable 
amount of money has been spent yet such area is not ready to be 
written off and condemned. Pinctenlly all exchange leases will be 
for a period of less than 10 years and since the leaseholder must. exer- 
cise his rights within 1 year from the effective date of this bill and 
increase the rental payments to the Governmet for exchange leases by 
100 percent, it is questionable that any large number of leases will be 
extended through the provisions of this section. 

It is my sincere belief that the provisions of S. 1496 as discussed 
herein will be of great benefit to the oil industry, the Government, and 
eee the small eames operator. ‘Therefore, I sincerely 
urge the adoption of this bill with the suggested changes. 

ator Grugenine. Mr. Trigg, have you seen the proposed substi- 
tute language for part of section 2 which you find objectionable? 

Mr. Trica. I have, sir. ‘ 

Senator Gruenine. Is that satisfactory ? 

Mr. Trice. Itis. 

eee Gruenine. Does that meet the requirements as you see 
them 
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Mr. Trice. It meets the requirements and does away with that wide- 
spread objection in section 2. Mr: Chairman, if I may say so, I 
understand that such language has already been printed as part of 
the record. 

Senator Gruenine. It has been printed inthe record. I merely 
wanted to get your views on it. 

Mr. Triaa. Yes, sir. 

Senator Gruenine. It is not quite clear to me from your testimony 
whether you think section 6 is beneficial to the industry or not. 
Apparently your testimony indicates a kind of pro and con. 

r. Triac. I do definitely feel, Mr. Chairman, that it would benefit 
to provide for an assigned portion of the lease to hold the entire lease 
in case of production on the assigned portion. Let me cite as an ex- 
ample that much discussion went on here this morning as to this 
formulation of unit agreement. One of the obstacles that the people 
who are in the process of formulating unit agreements run into is 
this question of segregation of leases. Were this provision adopted 
here making it possible that assigned portion of a lease could hold an 
entire lease if production is had on the assigned portion, I do not 
believe that the people who formulate—and this is primarily the 
companies and big operators—units would not have too much diffi- 
culty if that portion of the lease that were put into the unit would 
hold the entire lease in case there was production on that assigned 
portion. 

As I indicated in my testimony, many companies prefer to have an 
outright assignment in the case of acquiring a lease for drilling rather 
than take it under an operating agreement. ‘That is because of sim- 
plicity of lease management. They would have the entire manage- 
ment of the lease, the assigned portion in that respect. Whereas in 
most instances the lessee or the leaseholder has to pay the rentals, bill 
the company for it even though they have actually under an operating 
agreement acquired it. They sometimes fear there might be an over- 
sight on the part of a lessee who might slip up and not pay the rentals. 
For that reason, they prefer to have the lease in their name instead of 
the name of the lessee. 

Senator Grueninc. Would you suggest any change in the language 
of section 6? 

Mr. Triee. I do not believe that there are any changes necessary 
in section 6, Mr. Chairman, different than what is contained in 1496. 

Senator Gruentna. Do you have any questions? 

Mr. Woop. I would like to ask one or two questions in connection 
with that section 6. I think I know what the answer would be, but 
T want to get this into the record. Take a hypothetical case. I own 
a lease and assign to you a part of the lease in the last month of the 
last year of the lease. My lease is automatically extended along with 
the assigned portion if this becomes law; is that right? 

Mr. Triee. Correct, sir. 

Mr. Woop. Suppose that I make no effort to develop the base lease, 
but. the assignee Sonica his lease and gets oil or gas production on 
the land, that. would hold my base lease even though I have made no 
effort to develop that lease. Do you think that is the right thing to 
do and why should that base lease be extended? TI think we should 
get into the record why the base lease should be extended. 

43012—59—pt. 2——-4 
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Mr. Triac. Under the example you cite the assigned portion, if 
there is oil produced on it, discovered on it, it would hold the entire 
lease; that is correct. I think you would find that in practically every 
case the holder of a lease who is assigning at that period of time 
assigns it for the purpose of developing it: He would not in all 
probability make an assignment to you if he did not know that you 
were going to drill on it because it would be of no advantage to him 
to assign it and just let it sit there. He would lose the assigned as 
well as the unassigned portion of it. s a taf 

Mr. Woop. You would then say that in the majority of the cases 
where an assignment of that type is made that perhaps that omnen- 
ment was made in order to get development and to hold the lease? 

Mr. Triee. Right. I think that is true, Mr. Wood, and I think 

ou would find this, that people who have held leases that long and 
ve made a partial assignment at the end of 10 years in order to 
extend them for a period of 2 years, and then perhaps a further as- 
signment, they are doing hap har they possibly can to get produc- 
tion on the leases, thinking that it, of course, is of great benefit to 
them. They have put money into them, and it is to their advantage 
and the advantage of everyone to have those leases producing. 

Mr. Woop. Do people frequently assign portions of leases as contri- 
bution toward drilling instead of a financial contribution ? 

Mr. Trig. They do. They very definitely do and many times 
where individuals cannot give dry hole contributions or go in on a 
percentage base of drilling a well they will make a land contribution 
of a part of the lease. 

Mr. Woop. I would like to ask another question with regard to the 
entire bill. Do you believe that this type of legislation is necessary 
now or could it be safely delayed ? 

Mr. Trice. I believe the sooner it can be passed the better. It is 
necessary now because of the situation in the public-land States 
where these leases are being held. 

Mr. Woop. Another question. Do you think this would create any 
administrative problem? That may be a question for the Depart- 
ment to answer, but can you see any administrative problem in the 
exch of these leases that you mention ? 

Mr. ec. I do not, Mr. Wood, and I would like to have Mr. 
Hoffman elaborate upon that after I say one thing, and that is that as 
I mentioned in my testimony, if I am correct, I believe every revision 
of the Mineral Leasing Act since 1920 has provided for a way for in- 
dividuals to come under a new law by an exchange procedure, Un- 
less, if I am correct in my understanding, unless any law that is 
pee changing the Mineral Leasing Act, unless it has a provision 

or exchanging the outstanding leases for a new lease, the provisions 
of a new law will not apply to the outstanding leases. AsI say, I would 
like for Mr. Hoffman to elaborate upon that if you would permit. 

Mr. Woop. Mr. Hoffman. 

Mr. Horrman. I do not think Mr. Trigg needs a lawyer. I think 
he is handling himself very well. However, I am his attorney. 

The only way I can elaborate on that is to take public notice of the 
fact that the artment of the Interior in its original report on 
S. 1496 mentioned the fact that exchange leases under this new act 
would amount to an additional expenditure. I forget the exact 
amount. I think it was around $250,000. 
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Mr. Woop. $250,000 a year ? 

Mr. Horrman. $250,000 a year. 

I took issue with that before when Senator O’Mahoney presided at 
these hearings for the reason that in handling drawings by multiple 
applications filed simultaneously for the same lands which would 
result if you were not permitted to exchange, would be much more 
costly than adjudication of a single case by changing a single lease 
for another lease. 

Therefore I think it would be a measure of economy on the part 
of administration rather than one of extravagance. So I think that 
ar, nt falls by the wayside. 

do want to emphasize the fact that contributions of land to en- 
courage development and discovery of new sources of supply is almost 
as valuable and maybe more valuable at times. That is the objective 
of that provision. 

—* oop. I would like to ask one more question, if I may, Sena- 
tor 

There has been a lot of discussion and controversy regarding this 
system of rentals of 50 cents the first year and then skip the next 2 
years and then 25 cents the following years. Do you think it would 
simplify the administration of the leasing of lands if they fixed the 
straight minimum rental beginning with the first year and every sub- 
—— 

Mr. Horrman. Of course, that is foreign to this bill. 

Mr. Woop. I know it is foreign to this bill. But no doubt the com- 
mittee will be considering that because it has come up. 

Mr. Horrman. Yes. I am a little reluctant to give my personal 
views on rentals at this time. All I do say it that you are discussin 


section 6, If we skip over to section 7—permitting the exchan 
leases—we felt there should be a higher rental on exchange leases of 
a dollar a year. 


You are ang me to give my opinion on another bill which is 


pending before the Congress both in the House and in the Senate, 
raising the minimum from 25 cents an acre to 50 cents an acre. I am 
not prepared to render an opinion, though I have my personal views. 
They may be inconsistent with the views of my clients. All I can say 
is that I am not quite sure that raising rentals would promote devel- 
opment. 

"— Alaska, for instance—and your chairman here is from Alaska 
and will bear me out in part—Phil Holdsworth, the present com- 
missioner of the natural resources, in his paper, the mining paper that 
the natural resources gives out every month, analyzed ‘the fact. that 
the income in Alaska ao leasing has decreased since the last session 
of Congress passed the inlands water bill in which an amendment was 
tacked on raising the rentals to 50 cents an acre; and one of the rea- 
sons—it gives other reasons—one of the reasons is there was. whole- 
sale withdrawal of applications. The men did not want the leases. 
They were willing to risk 25 cents an acre but they were not willing 
to risk 50 cents an acre. So there comes a point of diminishing 
returns. 

While 50 cents an acre is double the amount of 25 cents an acre, if 
you go to extremes in areas that are purely wildcat, where develop- 
ment is not encouraged, you are going to get less applications for 
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leases, less people interested in mineral leasing, and I am not sure that 
the income would be increased by the raising of rents. 

Mr. Woon. The reason I asked that question, Mr. Hoffman, is that 
under this bill you would get a straight 10-year lease. 

Mr. Horrman. Yes, sir. 

Mr. Woop. I did not mention the amount of rental. I said would 
it not be simpler to say that the lease would bring an annual rental 
instead of skipping t hese 2 years ? 

Mr. Horrman. Yes, sir. 

Mr. Woop. Would it not be worth a little more to get a straight 
10-year lease than wait and see if you have it extended or not under 
the present law ? 

r. Horrman. It certainly would, Mr. Wood. Under the exchange 
lease the rental would be uniform anyway. 

Mr. Woop. Under the exchange lease the dollar an acre would make 
up the extra cost in making the exchange ? 

Mr. Horrman. Yes, sir. 

Senator Grueninc. Let me ask one more question, Mr. Trigg and 
Mr. Hoffman. Just what is the objection of the industry which you 
cite in your statement to the first part of section 2, that is, the prefer- 
ence right ? 

Mr. Triec. The objections that I have heard from the industry, 
Mr. Chairman, have been that it is an administrative monstrosity. 
It would be extremely difficult for the Government to administer. It 
would be extremely difficult for the Secretary to promulgate regula- 
tions which might make that section effective ant applicable to the 
industry. 

In many instances I think that companies probably would prefer 
not to divulge some of the information—the particular seismic infor- 
mation—that they might have about a given area that would be con- 
sidered an equity in a particular area that would entitle them to an 
exchange lease. 

Those are some of the things that I have encountered in my discus- 
sions about this bill and perhaps Mr. Hoffman might have some addi- 
tional information from some people that he has discussed it with. 

Mr. Horrman. Mr. Chairman, in addition to what Mr. Trigg has 
said, which I fully endorse, there is a question—if you permitted an 
extension of 10 years from an original lease, then everybody would 
have 20 years. That is what we want to avoid. We do not want to 
give 20-year leases. Under section 7 of this act, where people have 
spent considerable money and they are shut off all of a sudden, it 
enables them to come under this new act. Where you have an ex- 
tension provision, even though it is based on equities which are left 
in the judgment of the Secretary, there is a general opinion through- 
out the industry and in the Government, in the Interior Department 
that 20 years on leases is too long a time to permit promiscuously. 
Everybody would have 20 years. 

The second objection is as to what is the judgment of the Secretary— 
what are equities? One fellow spends $1,000 in an area where $1,000 
is equal to $100,000 in another area. What is the measurement stick 
by which the Secretary would be guided in saying that he has earned 
equities to entitle him to additional extension of 10 years? 
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Realizing the sentiment in the industry and the Interior Depart- 
ment, we revised this. In our revision, Mr. Chairman, we eliminated 
the 10-year extension entirely so that a new 10-year lease issued under 
S. 1496, if it becomes a law, is not entitled to any further extensions, 
But those who have outstanding leases are not to be cut off. If, with- 
in 1 year they spent more money, still had faith and confidence in 
the land, they would be entitled to come in—come under the pro- 
visions of the new law and get a 10-year lease, but in no instance 
would the sum total of the lease that they had and that of the new 
lease exceed 20 years. In other words, if you had 12 years, you could 
not get 22 years. Because of the additional rental very few people, 
unless they expended large sums of money on their base leases, would 
come in and exchange the lease and pay $1 an acre when they could 
get a new lease for 50 cents an acre. 

Senator Grurenine. Mr. Hoffman, I may not understand, but I see 
no reference in your section to equities. All it says is that preference 
rights would be entitled to those who have had this lease, and in 
order to secure such preference they must submit evidence showing 
substantial expenditures. 

if Horrman. That is the equities [pointing to section 2 of the 
bill]. 

Senator Gruenine. Contribution toward the operation. Is there 
anything that they would reveal that would be detrimental to them 
showing what they spent ? 

Mr. Horrman. It is not revealing, but what are substantial expendi- 
tures? Whois to determine that? 

Senator Gruenine. I suppose they would refer the arguments in 
each case to the Secretary. 

Mr. Horrman. Then you have a multitude of appeals and the de- 
terminations, some of them, may be arbitrary. If I give you 40 
acres of my lease, or 320 acres of my 640-acre lease, I claim I am 
giving you more than the fellow who contributes $10,000 to the 
well. Who is to determine that? Because of these objections, we 
removed it in our revised bill. 

Senator Gruenine. In other words, you feel that the phrase “pur- 
suant to regulations issued by the Secretary” contains too much dis- 
cretionary power ? 

Mr. Horrman. Yes, sir. 

Senator Gruenina. That is your feeling. 

Mr. Horrman. That is one; and, secondly, because of the general 
attitude in limiting leases for 10 years except under certain circum- 
stances which are covered by section 7 of this act. 

Senator Gruentne. Senator Allott, have you any questions? 

Senator Atiorr. Yes. Just one ortwo. As I understand it, then, 
you not only are opposed to the renewal idea, but you feel that in the 
new leases that anyone who has, we will say, geologized an area, for 
example, without regard to drilling, and spent sums on it, substantial 
sums, should not have any preferential right at all to that lease and 
that it should then be opened to absolute free bidding process? 

Mr. Horrman. Yes. 


Senator Autorr. Is that your position ? 
Mr. Horrman. Let me modify my answer. Necessity requires—— 
Senator Atiorr. I am not trying to put words in your mouth. 
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Mr. Horrman. It is not my position. It is a compromise position 
to get legislation through. Originally I felt it does not hurt the 
Government when I held on for 10 years and paid 10 years’ rental 
and — that I have expended some money to give me additional 
10 years. But frankly it is a matter of give and take, if you are 
_— to get support for any legislation, and we were anxious to get 
egislation through this Congress and the Department is bitterly 
opposing that provision of giving a man a right to 20 years when 
he has been operating 10 — o we say this: That after this law 
is passed, if I get a new lease under this law, I know because of the 
existence of the law that I must make a discovery within the 10 
years or I am out or if I am not out I am in no better position than 
anybody else again applying. It is really a compromise position. 
We feel that there is some justice in some of the arguments made 
against us. 

Senator Attorr. What are the arguments of the people in the indus- 
try, and I am speaking about the big operator said the whole general 
industry? What is the position of the industry with respect to your 
suggestions ? 

Mr. Horrman. The revised bill leaving out the 10-year extension, 
they are favorable to it. In fact, we had meetings of our own asking 
representative oil people to come to Washington and some of our 
representatives went to them, such as the Trigg brothers, Ralph and 
his brother John, and almost unanimously many of them, the ma- 
jority, let’s put it that way—were against granting extensions and 
the reason behind their thinking was that it does not do them any 
harm. They are giving a concession, but they want to go along with 
the Department. The Dosen is against it. They felt they can 
get legislation if we do not ask too much. We conceded to that 
view. 

Senator Atnorr. Thank you, sir. That is all. 

Senator Gruenine. Any other questions? 

Mr. Woop. Yes. How is the 10-year extension arrived at? Is 
that just an arbitrary figure? Would it be ible—— 

Mr. Horrman. No. The same follows the example of the present 
law. You get a 5-year lease, 5-year extension, 10-year lease, 10-year 
extension. In other words, give me another term for the same term 
you originally received. 

Mr. Woop. Suppose you meet great opposition to the 10-year exten- 
sion, would a shorter extension do any good for the industry ? 

Mr. Horrman. That on new leases I do not know. I certainly 
would not oppose it. 

Mr. Woop. I am not talking about the exchange lease. 

Mr. Horrman. I know you are not. We are talking about if we 
compromised. For instance, if the wisdom of the committee says 
=e we give you 10 years’ lease the first time and 5 more years in- 
stead of 10 more years. I want to be on record that I am not per- 
sonally and neither is Mr. Trigg against getting an extension. That 

ives us more time. If we fail the first time in discovering oil, we 
ave more time to do it rather than have somebody else come in that 
has not spent a nickel on the land and get a new lease. 

I reiterate that we felt we could not get it through the Congress 
unless we eliminated the extension of leases and after the law passes, 
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if we are aware of the fact that we must make a discovery within that 
10 years——: 

Mr. Triee. Mr. Wood, if I may just add a word? I certainly would 
like to naturally see the bill passed as proposed with these changes. 
But within the wisdom of the committee, if they feel it is impossible 
to go along with the full extension as provided for, then certainly 
somethng less, 5-year blanket extension or something like that, would 
provide a sufficient time to prove some of these areas which are on 
the verge of development and people have continued to hold and 
spend money on for a long time. It would provide those people with 
some additional time in which to either prove or condemn the areas, 
I believe, if that answers your question. 

Mr. Woop. I think that answers it better. In other words, to the 
person who comes right up to the end of his lease and has discovered 
that he needs some more time and has spent some money, a 5-year 
extension might do the job if he cannot get a 10-year extension. 

Mr. Trice. Right. 

Senator Gruenine. If there are no further questions, thank you 
very much, Mr. Trigg and Mr. Hoffman. 

Mr. Horrman. I have not finished, Mr. Chairman. If you will 
permit me, I have a statement independent of that of Mr. Trigg’s in 
connection with S. 1496. It is more in the way of explanatory. I 
have some of the provisions of the revised draft. 

Senator Gruenine. Proceed, Mr. Hoffman. 


STATEMENT OF LEWIS E. HOFFMAN 


On June 22, 1959, a letter signed by Lewis E. Hoffman and John 
F. Deeds was mailed to Hon. Joseph C. O’Mahoney, as chairman 
of this subcommittee, together with a written statement suggesting 
certain revisions in 8. 1496 and arguments in support of this bill 
as so revised. We have been informed that said letter and the en- 
closure are incorporated in the record for this hearing. Accordingly 
our discussion of that bill today will be limited to matters which 
have since come to our attention and to answering any questions 
your committee may wish to ask. 

S. 1496 as modified is in many respects substantially identical with 
S. 2181, which is also scheduled for consideration at this hearing. 
It appears clear that the provisions of these two bills which are 
acceptable to this committee should be embodied in a single bill. 

There is only one difference between the two bills which is of vital 
concern to the clients we are representing today, Messrs. John H. 
Trigg of Roswell, N. Mex., and Ralph S. Trigg, of Albuquerque; 
N. Mex. That difference is the omission from S. 2181 of any refer- 
ence to the provisions in section 7 in S. 1496. If S. 2181 is amended 
by adding thereto the provisions of section 7 in S. 1496, as modified, 
we would feel that the interests of our clients as represented in S. 
1496 would be protected. 

We wish to strongly emphasize the merits of section 7 in S. 1496, 
as modified. ‘That section preserves all rights established under the 
law as it now exists and grants to holders of outstanding leases a right 
of exchange for a new lease under the proposed amendatory legislation. 
These provisions are consistent with practically all previous amend- 
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ments to the Mineral Leasing Act. The provisions in this section, as 
modified, which provide that the rental for exchange leases shall be 
$1 per acre per annum places the leases in the same category from a 
rental standpoint as leases on proven productive land, even though no 
exchange leases can be obtained unless the land is not in fact proven 
productive.. The rental cost for holding leases by virtue of the ex- 
change provisions is regarded as an effective barrier to purely spec- 
ulative holdings. It is predicted that the number of exchange leases 
will be limited to applicants who have already invested substantial 
sums in operations on or near the involved lands but whose efforts 
have been so far unsuccessful. It is further believed that the high 
rental charge will discourage holding these leases for any prolonged 
riod without substantial efforts to discover oil or gas on the involved 
and. Weare of the opinion that this provision should be made a part 
of any new legislation that your committee may recommend. 

In addition to the foregoing discussion of section 7 in S. 1496, we 
invite your attention to another provision of S. 1496 in which our 
clients are interested and which we deem meritorious. It is section 5 
of that bill which modifies the first sentence in section 30(a), as added 
to the Mineral Leasing Act by the act of Sage 8, 1946 (60 Stat. 955, 
30 U.S.C. 184(a) ), making an assignment effective on the last day of 
the lease month in which filing thereof was made in the proper land 
office of three original executed counterparts thereof, or certified copies 
thereof. Under this pro amendment an assignment of a lease 
filed during the last month of the lease term can be approved with the 
same force and effect as an assignment made during any other month 
of the lease term. 

There are other differences between S. 1496 and S. 2181 which are 
not deemed to be of material importance to our clients. Nevertheless 
we deem some mention of these differences necessary to properly re- 
flect our personal opinions concerning these bills. 

Section 4 of S. 1496, as modified, revises the ninth sentence in sec- 
tion 27 of the Mineral Leasing Act so that the acreage limitation pro- 
visions of the present law shall be 246,080 acres in any one State, 
except Alaska where the limitation shall be 300,000 acres. These 
limits are made applicable to options as well as all other direct or in- 
direct interests in oil and gas leases. Producing leases are excluded 
in determining chargeable acreage holdings. The 12th, 13th, and 14th 
sentences in the present law which prescribe rules for reporting options 
would be repealed under S. 1496, as revised. 

Section 4 of S. 2181 covers the same subject matter as section 4 of 
S. 1496 with certain modifications. It eliminates all acreage limita- 
tions in both Alaska and Hawaii. Since there are no public domain 
lands in Hawaii, the inclusion of that State in the law is superfluous. 
There is a bill now pending before this committee (S. 1855) which 
would increase the acreage limitations for Alaska to 1 million acres. 
Whatever action is taken on that bill should be incorporated in either 
S. 1496 or S. 2181. No other comment is offered concerning these 
changes from S. 1496. 

S. 2181 also repeals the 12th sentence in the present law but re- 
tains the rules for reporting options. We offer only one comment on 
these provisions and that is the su ion that the use of the word 
“option” should be clarified. We feel that if the law is revised as 
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proposed in either S. 1496 or S. 2181, option agreements, as that term 
is now understood, will cease to be used to any important extent. 
For that reason we fee! that the term should be clarified to avoid 

ossible future confusion. Therefore, we suggest that the phrase 
eginning with the last word on line 15 of page 8 in S. 2181, which 
reads “No option for an oil and gas lease * * *” should be changed 
to read “No option to purchase any interest in an oil and gas lease 
* * #9? 

The revision in section 27 of the Mineral Leasing Act, beginning in 
line 13, page 9, of S. 2181, which repeals a requirement for court 
action to cancel a subsisting lease and substitutes therefor adminis- 
trative discretion of the Secretary of the Interior is seriously objec- 
tionable. We believe the present provision of the law should be left 
unchanged in that respect. It provides a security of title to public 
land leases which has been in the law since it was enacted in 1920. 
Furthermore, the new language is inconsistent with lines 13, 14, and 
15 on page 12 of S. 2181. ; 

The revision of section 27 of the Mineral Leasing Act beginning 
with the words “In the event” on line 22, page 9 of S. 2181, and 
ending with the phrase “so suspended with respect to such interest” 
in line 10 of page 11, in S. 2181, is deemed to be highly desirable. 
However, it is our recommendation that these provisions be incorpo- 
rated in a new section 27(a) in the Mineral Leasing Act. 

Thank you, Mr. Chairman. 

Senator Gruenine. Thank you very much, Mr. Trigg and Mr. 
Hoffman. 

Mr. Horrman. Thank you, Mr. Chairman. 

Senator Gruentne. Is there anyone here among the witnesses who 
have to catch a plane? Ifso, we would be happy to give him prefer- 
ence. 

If not, the next witnesses are Mr. George Hunker and Mr. Lloyd 
Croslin, of Roswell, N. Mex., representing J. Penrod Toles, of Roswell, 
in opposition to S. 1272. 


STATEMENTS OF GEORGE HUNKER AND LLOYD CROSLIN, OF ROS- 
WELL, N. MEX., REPRESENTING J. PENROD TOLES, OF ROSWELL, 
N. MEX., AND MRS. CHRISTINE ELLIOTT. OF SHALLOWATER, TEX. 


Mr. Hunxer. Mr. Chairman, my name is George H. Hunker, Jr. I 

am an attorney at law and I practice in Roswell, N. Mex. I am ap- 
pearing here in behalf of Mr. J. Penrod Toles and his sister, Mrs. 
Christine Elliott of Shallowater, Tex. 
_ §. 1272 is a controversial bill. The Department has filed a report 
in which they say that they do not object to the enatcment of the bin, 
but they have not come out 100 percent for it. The matter that is 
involved in connection with this particular bill is a highly technical 
one, involving a number of opinions, memorandums, and decisions 
from the Solicitor’s Office and the Department of Interior. 

At this time I would like to present for the record a background 
memorandum which I have prepared in connection with the problem 
that is presented by this omar bill. It is a seven-page memo- 
randum, and it is considerably detailed and gives the dates of all of the 
decisions and who they were made by in the Solicitor’s Office and I 
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think that it will be helpful to the committee and to the committee 
counsel, and I would like to furnish the committee with several copies 
of that and I would like for you, if you will, to give it to the Sen- 
ators here present or to anyone else that may want a copy. 

I am not opposed unalterably to Senate bill 1272 because I think 
there are certainly equities on both sides of the case. ; 

I would like to point out that from a technical standpoint, just as 
Senator Gruening said, the bill says nothing about appeals that have 
been filed regarding these various and sundry cases. 

Mr. Trigg in his statement indicated that it would only apply to 
cases where appeals had been filed but the bill does not say that. 
I have reason to know that there are a number of oil and gas leases 
that have been issued covering lands that fall into this particular 
category, where the Department’s opinion was respected and the peo- 
ple did not file any appeal. If the bill was adopted in its present form 
we would have a considerable amount of litigation, I am sure. Peo- 
ple who had leases who did not file appeals would be able to come in 
and claim that under this particular bill they would be entitled to 
relief. They would be entitled to have their leases reinstated and 
this would cause a great deal of confusion, nearly as much confusion 
as the Solicitor’s various and sundry opinions has already caused. 

I would like to point out, and I speak for myself only, that the first 
decision that the Solicitor wrote with respect to the 1954 act was a 
rather strained construction of the law. 

Senator Atitorr. That was in August. 

Mr. Hun«er. The first decision actually came out in December of 
1956, construing the provision of the 1954 act. 

Let me explain. I have been working with the Mineral Leasing 
Act for 14 years. The more I work with it the less I know. It is an 
exceedingly complicated matter. You get more confused, I think, 
' every time you try to work on it. 

I recommended to my associates that three or four good lawyers sit 
down and work for about 6 months or a year and see if we cannot 
revise the Mineral Leasing Act in its entirety so that we have some- 
thing that is really workable. 

We are doing a piecemeal job now. We are doing a piecemeal job. 
What we need is a brandnew Mineral Leasing Act. 

In 1946 the Mineral Leasing Act was amended, as you all un- 
doubtedly know, and this act provided that assignments may be made 
under section 30(a) of the act of parts of leases which are in their 
extended term because of production and the segregated lease of any 
undeveloped lands shall continue in full force and effect for 2 years, 
and so long thereafter as oil or gas is produced in paying quantities. 

That merely meant that if I owned a Federal oil and gas lease and 
assigned a part of it to someone else, and if that lease was productive, 
that the assignee of that lease would be entitled to receive an extension 
of his lease for a period of 2 years. 

Someone felt that that was not quite enough, so when the 1954 
amendments were being considered they decided to strike out this 
sentence which I have just read from section 30(a) and they inserted 
the following sentence—two sentences : 


Assignments under this section may also be made of parts of leases which 
are in their extended term because of any provision of this act. The segregated 
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lease of any undeveloped lands shall continue in full force and effect for 2 years 
and so long thereafter as oil or gas is produced in paying quantities. 

Now, the Solicitor construed that provision in December of 1956 to 
mean that if I held an oil and gas lease that I could make a partial 
assignment of it in the last year and that not only the assignee but the 
assignor would be entitled to a 2-year extension of the lease. re 

In my opinion I do not think that the construction that the Solicitor 
placed upon the act was correct. I think it was contrary to the 
intent of Congress. My partner, Mr. Clarence Henkle, was present 
and testified with regard to the 1954 amendments and it was his posi- 
tion from the time the bill was enacted that it meant, that this provi- 
sion meant, that when you made an assignment of undeveloped lands 
out of a developed lease that the person who had the assigned portion 
would be entitled to a 2-year lease. 

The Solicitor held differently and fixed a rule of law or rule of 
property, so to speak, and a lot of people exercised their rights under | 
this particular provision and—— 

Senator Attorr. The Secretary held there was an actual diminish- 
ment of that estate in that instance of the leasehold estate. 

Mr. Hunxer. He held that there was an enlargement of the estate 
by 2 years. 

Senator Attorr. The way you stated it I got the reverse. That was 
my understanding. It was an enlargement’? 

Mr. Hunxer. An enlargement of 24 months to the leasehold estate 
was accomplished by this decision on the partial assignments that 
were made. 

There were a number of Solicitor’s decisions and they are all out- 
lined in my background memorandum, and during the month of Sep- 


tember 1958 a group of people from California filed a lot of — 


tions covering New Mexico lands and we got curious to try to find out 
why they were filing on these lands that we thought were invalidly 
extended leases and we then discovered that on August 11, the Solici- 
tor had made a ruling to the effect that you could not make a partial 
sane in the 12th month of the fixed term of the oil and gas 
ease. 

It was pretty well established right after the 1st of September that 
that situation existed. Some people fell into the trap. I think Mr. 
Trigg is probably one of them. He filed an assignment during the 
month of September on a lease that was going to expire on the Ist of 
October. 

The Department refused to accept the assignment and approve it 
because it was filed too late. They said that any assignment filed up 
through the 29th of August of 1958 would be approved but that was 
the final date. 

At this time I would like to introduce Mr. Lloyd Croslin who has a 
statement which he would like to file and would like to say some words 
about the rights of Mrs. Christine Elliott. 

Senator GruEeninG. That you very much, Mr. Hunker. We were 
glad to hear from you. 
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(The background statement follows:) 


BACKGROUND MEMORANDUM REGARDING S. 1272 AnD H.R. 7369 


Section 7 of the act of August 8, 1946, added to the Federal Mineral Leasing 
Act (act of February 25, 1920, as amended, 41 Stat. 437, 40. U.S.C. 181) sec- 
tion 30(a), the last sentence of which reads as follows : 

“* * * Assignments under this section may also be made of parts of leases 
which are in their extended term because of production, and the segregated 
lease of any undeveloped lands shall continue in full foree and effect for 2 
years and so long thereafter as oil or gas is produced in paying quantities.” 

A number of problems presented themselves to the Department of the In- 
terior with regard to the interpretation of the foregoing sentence. A question 
was raised as to whether leases in their extended term because of the single 
5-year extension (provided for in the 1946 act) could be partially assigned. 
The Department ruled in the Superior Oil Co. case that assignments could 
be made of parts of leases in their single 5-year extended term. M-36278, the 
Superior Oil Co., SO-1955-36 Gower, May 31, 1955. The Solicitor concluded 
his opinion as follows: 

“In this view of the law I conclude that partial assignments of leases 
made prior to the act of July 29, 1954, when the leases were in their ex- 
tended .terms pursuant to an application for a single 5-year extension are 
valid, and that a partial assignment of a lease pursuant to 43 CFR 192.144(b) 
does not limit the life of the lease as to the undeveloped portion in the ab- 
sence of production to 2 years if the original lease up to the date of assign- 
ment had a longer period of life.” 

The Solicitor of the Department of the Interior was called upon for a defini- 
tion of the words “primary term” found in the fifth paragraph of section 17 of 
the act.as amended, as these words related to the extension of a lease upon 
which compensatory royalty was being paid. In an opinion to the Director 
of the U.S.G.S. dated April 9, 1947, Mastin G. White; Solicitor, held “that 
‘primary term’ as used in the compensatory royalty provision of section 17, 
does not include extensions granted by the acts of 1943, 1944, and 1945.” The 
Solicitor realized that the view which he took was inconsistent with the De 
partment’s regulations on compensatory royalty (43 CFR 192.8) insofar as 
the regulation defined primary term to mean the initial 5-year term and the 
5-year extension authorized by section 17. The Solicitor stated that the pro- 
vision of the regulation was erroneous and he recommended that it be elim- 
inated or amended. The Solicitor closed the opinion with the following state 
ment: 

“If, as you suggest, policy considerations make it advisable for leases such 
as Roy’s be extended upon the payment of compensatory royalties, you will 
doubtless wish to draft and recommend legislation to take care of the situation” 
(M-34872, 59 I.D. 517, R. O. Roy). 

It would be impossible to discuss all of the cases and problems which arose 
with regard to the interpretation of the last sentence of section 30(a). It is 
believed that the two cases mentioned above are sufficient to present the problem. 

When Public Law 555, 88d Congress, 2d session (S. 2380), was drafted, it was 
thought that some of these problems and other problems which had arisen in the 
course of the administration of the Mineral Leasing Act, as amended by the act 
of August 8, 1946, should be clarified and corrected. When drafted, the entire 
field should be covered so that leases extended by the payment of compensatory 
royalty, leases extended by segregation from unit agreements, leases extended by 
drilling operation on lands included in a known geologic structure, and possibly 
other types of extensions, would be covered by a proposed change. Section 6 or 
part 6 of Public Law 555, being the act of Congress approved July 29, 1954, was 
passed by Congress and became the law. This paragraph reads as follows: 

“That the act of February 25, 1920, as amended (30 U.S.C. 226), is further 
amended as follows: 

“*(6 Strike out the last sentence of section 30(a) and insert the following in 
lieu thereof: “Assignments under this section may also be made of parts of 
leases which are in their extended term because of any provision of this Act. 
The segregated lease of any undeveloped lands shall continue in full force and 
effect for two years and so long thereafter as oil or gas is produced in paying 
quantities.” ’” 


i 
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At this point it should be noted that the first leases issued noncompetitively 
under the 1946 act were dated September 1, 1946; that the first extensions on 
these leases were granted effective September 1, 1951, and, except for lands within 
a known geologic structure of a producing oil or gas field, these leases were 
extended for an additional 5 years, or until August 31, 1956, and so long there- 
after as oil or gas is produced therefrom in paying quantities. After the passage 
of the act of August 8, 1946, certain regulations were promulgated by the Secre- 
tary of the Interior. Circular 1624, dated October 28, 1946, included the regula- 
tion with respect to the extension of leases segregated by assignment and also 
provided that undeveloped parts of leases assigned out of leases which were in 
their extended term because of production should continue in effect for 2 years 
and so long thereafter as oil or gas was produced in paying quantities. 

On December 28, 1954, after the passage of the act of July 29, 1954 (43 
CFR 192.144) was amended. (See Circular 1894, F.R. Doc. 54~-10282.) This 
regulation, in two parts provided briefly that any lease segregated by assign- 
ment, including the retained portion should continue in effect for the primary 
term of the original lease or for 2 years after the date of discovery of oil or 
gas in paying quantities upon any other segregated portion of the original lease 
whichever is the longer period, and also provided that underdeveloped parts of 
leases assigned out of leases which are in their extended term under any pro- © 
vision of the act should continue in effect for 2 years and so long thereafter 
as oil or gas is produced in paying quantities. 

The general inference at the time this regulation was promulgated, was that 
the latter portion of this regulation applied to an assignment of undeveloped 
lands out of a lease which had been developed, and therefore, presumably pro- 
ducing. 

On December 14, 1956, the Solicitor directed a memorandum opinion to the 
Director of the Bureau of Land Management, being M-36398, wherein it is stated 
that a question had been raised as to the effect of a partial assignment filed 
with the Bureau by the record title holder of a lease dated February 1, 1947, 
and in its extended 5-year term. The assignment was pending approval in the 
Manager’s office. The Solicitor in his opinion did not say-when the assignment 
had been filed but presumably it was filed in December of 1956 or sometime 
prior thereto. The Solicitor stated that upon its approval the assigned and 
the retained portions of the lease will be segregated into separate leases and 
that since all of the lands in both the assigned and retained portions are un- 
developed each portion will become a segregated lease of undeveloped lands. 
In interpreting the last quoted provision of the act of July 29, 1954 (referred 
to by the Solicitor as being the act of July 28, 1954) each lease would then “con- 
tinue in force and effect for 2 years and so long thereafter as oil or gas is 
produced in paying quantities.” The Solicitor stated that the segregated lease 
of “any” undeveloped lands must be said to apply to ali segregated leases of 
undeveloped lands regardless of whether they constitute the assigned or the 
retained portions of the original lease. The Solicitor pointed out that the 
leases segregated by such partial assignment are not to be viewed as being 
limited to continuance for 2 years in cases where the term of the base lease would 
continue for a longer period. In such cases the terms of the segregated leases 
would be coexistent with the term of the base lease, citing Solicitor’s Opinion 
M-36278 (May 31, 1955). 

On January 30, 1957, the Acting Solicitor of the Department of the Interior 
in a case referred to as A-27367 (64 I.D. 5, Humble Oil & Refining Company) it 
was held that a relinquishment is effective to terminate a lease from the first 
instant of the day upon which it is filed and is not effective merely from the 
time it was filed on that day. On May 13, 1957, the Deputy Solicitor in a 
memorandum to the Secretary of the Interior, M—36432, stated that paragraph 6 
of the act of July 29, 1954, authorizing extensions for undeveloped portions of 
leases created by one or more partial assignments of the lease in its extended 
term because of any provision of the Mineral Leasing Act does not authorize 
extensions because of partial assignments of leases which are in their extended 
term pursuant to the said paragraph 6. In other words, the Deputy Solicitor 
stated that once the lease or leases are so extended and pass into their additional 
extended terms, that the law has been fully executed. He stated that it was 
not intended nor does the Jaw react upon itself so as to provide for extensions 
of parts of any lease assigned after such lease has gone into its additional 
extended term as a result of an assignment and the consequent extension made 
pursuant to the provision contained in paragraph 6. 





98 MINERAL LEASING ACT AMENDMENTS 


On June 4, 1957, the Associate Solicitor of the Department of Interior in a 
memorandum opinion held that partial assignments of undeveloped noncompeti- 
tive oil and gas leases filed and approved on the last day of the extended 5-year 
term are effective to extend the leases segregated thereby for the period provided 
in paragraph 6 of the act of July 29, 1954 (M-36443). The Associate Solicitor 
relied upon the Humble Oil & Refining Company case cited hereinabove. In this 
same opinion the Associate Solicitor pointed out that an administrative regulation 
allowing 90 days from the execution of an assignment of noncompetitive oil and 
gas lease in which to file for approval thereof cannot have the effect of reviving 
a lease the term of which has already expired by operation of law.. Applications 
for approval of such assignments must be rejected if filed after the expiration 
of the lease term even though the assignment was presumably executed while the 
lease was subsisting. 

It was not until August of 1958 that the Secretary of the Interior was faced 
with an actual case involving the interpretation that it had placed upon the 
law and by a decision dated August 11, 1958, the Solicitor in the Franco Western 
Oil Company-Hagwood case, No. A-27607, held that for a lease, to become segre- 
gated through assignment, and thus entitled to the extension authorized for 
segregated leases, an assignment must be filed when there is at least 1 lease 
month remaining in the term of the lease. A partial assignment filed during 
the last month of the lease cannot become effective to segregate the lease and 
entitled the segregated portions to an extension. 

The Solicitor pointed out that section 30(a) of the Mineral Leasing Act 
imposed no limit on when assignments may be made and stated : 

“The question remains, however, whether an assignment of part of the 
acreage included in a lease of undeveloped lands filed in the last month of 
the extended term of the lease operates to segregate and extend that lease for 
an additional 2 years. 

“Section 30(a) provides that assignments may be made ‘subject to final 
approval by the Secretary’ and that an assignment ‘shall take effect as of 
the first day of the lease month following the day of the filing’ in the proper 
land office.” 

Under the law, the Solicitor pointed out that the assignment is to take effect 
on a day certain and is effective from the 1st day of the lease month following 
the filing thereof. 

“The Secretary (or his delegate) cannot by approving an assignment in the 
month in which it is filed, change the effective date of the assignment. The 
first day of the last month following the filing of an assignment is the earliest 
date upon which the assignment can take effect.” The Solicitor distinguished 
the Humble case (supra) and pointed out that that case concerned itself with 
events which took place on the same day. The Solicitor ruled that the Hagood 
lease which was partially assigned in the 12th month of the 10th year could 
not be considered to have been extended by the assignment. The Solicitor 
overruled that part of the Associate Solicitor’s opinion on June 4, 1957 (supra), 
insofar as. that opinion stated that a partial assignment of a noncompetitive 
oil and gas lease filed and approved, on the last day of the extended 5-year 
term of the lease would effectively extend the term of the segregated portions 
of the lease. The Solicitor ruled that the Hagood lease terminated on June 30 
and that the partial assignment never took effect and also held that the offers 
filed covering the lands in the lease should not have been rejected. 

On September 30, 1958, Edmund T. Fritz, the Acting Solicitor of the De- 
partment of Interior (Office of the Secretary) in a supplemental decision, No. 
A-27607, held that where the Department places a different interpretation upon 
an act of Congress from that which has been previously taken, its decision in 
announcing the new interpretation of the act is to be given prospective applica- 
tion only and actions previously taken in extending oil and gas leases under the 
overruled interpretation of the act will not be disturbed. The Solicitor in the 
supplemental decision reviewed the fact that the previous interpretation of the 
act of Congress made made on June 4, 1957, and pointed out that in the interim 
between the opinion of June 4, 1957, and the decision of August 11, 1958, many 
partial assignments were filed during the last month of the fixed extended term 
of leases. The Acting Director of the Bureau of Land Management requested a 
clarification of the departmental action and pointed out that many inquiries 
had been made of holders of these leases and others as to the status thereof in 
view of the holding in the Franco-Western case (supra). In the supplemental 
decision the Solicitor states : 
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“The decision of August 11, 1958, represents what the Department now be- 
lieves to be the correct interpretation of the law. This was the first occasion 
in which the Department was called upon to reexamine the Associate Solicitor’s 
opinion in an actual case arising under the 1954 amendment and brought to the 
attention of the Department by way of appeal. That, upon reexamination, it 
took a different view of the law from that expressed in the opinion does not require 
that leases extended under the interpretation expressed in the opinion be dis- 
turbed.” 

After discussing a number of cases the Solicitor concluded the supplemental 
decision as follows: 

“Applying the above rule to those leases which were, prior to August 11, 1958, 
extended for a further 2-year period and so long thereafter as oil or gas is 
produced in paying quantities on the basis of assignments filed during the 12th 
month of the 10th year of the leases, those leases, all else being regular, will 
be considered as having been properly so extended. 

“The decision of August 11, 1958, has the effect of shortening by 1 month 
the time in which partial assignments of leases already in their extended term 
can be filed in order to take advantage of the benefit conferred by the 1954 
amendment. At the time the decision was made, certain leases were undoubtedly 
in their 12th month of the 10th year and lessees who intended to make partial - 
assignments had, under the overruled interpretation, until August 29, 1958 
(the last day of the month in which the land offices were open for the transaction 
of business), within which to file such assignments. As the 11th month of the 
10th year of those leases (not later than which, under the decision of August 
11, 1958, partial assignments must be filed) had already elapsed, a holding that 
assignments filed after the date of the decision, but during the month of August, 
could not become effective would be unsound. This is so because it would, in 
effect, deprive such parties of a right to which they were entitled under the 
Associate Solicitor’s opinion. In the circumstances, partial assignments of 
leases in the 12th month of their 10th year in August 1958, filed on or before 
August 29, 1958, will be recognized. 

“This leaves for consideration the action taken in the decision of August 
11, 1958, with respect to the Hagood lease (Los Angeles 087429). There it was 
held that the lease terminated on June 30, 1957, that the partial assignment 
to the Savoy Petroleum Corp. never took effect, and that the offers of Franco 
Western Oil Co. and Raymond J. Hansen should not have been rejected. 

“Upon further consideration, it must be held that L. N. Hagood and the Savoy 
Petroleum Corp. are as much entitled to have the assignment honored as are 
those others whose leases are considered to have been properly extended. 

“According, pursuant to the authority delegated to the Solicitor by the Secre- 
tary of the Interior (sec. 23, Order No. 2509, as revised; 17 F.R. 6794), that 
part of the decision of August 11, 1958, which held that the land involved in 
that case was available for oil and gas leasing on July 1, 1958, when the offers 
of Franco Western Oil Co. and Raymond J. Hansen were filed is vacated and 
the decision is modified to recognize the propriety of the action taken in extending 
the Hagood lease. Therefore, those two offers must be and are hereby rejected.” 

To summarize the foregoing it would appear that the Department intends to 
hold fast to a rule which would require the filing of partial assignments at least 
more than 1 month prior to the expiration of the fixed term of a lease; the 
Department recognized that leases had been validly extended by partial assign- 
ments made in the last month of the term if these assignments were filed on or 
before August 29, 1958. Any partial assignment filed after August 29, 1958, must 
be filed more than 1 month prior to the expiration of the fixed term of the lease. 


Mr. Crostin. Mr. Chairman, may I give you for ready reference 
the copy of the signed statement by Mrs. Elliott? 
(The statement referred to follows :) 


STATEMENT OF MRS, CHRISTINE ELLIOTT, SHALLOWATER, TEX., IN OPPOSITION TO 
S. 1272 anp H.R. 7369 


I am the applicant for an oil and gas lease on the public domain, covering 
sections 4, 5, 8, and 9, township 25 S., range 36 E., New Mexico principal 
meridian, Lea County, N. Mex. My offer was properly filed, simultaneously with 
118 other offers for the same lands in the Office of the Bureau of Land Manage- 
ment, Santa Fe, N. Mex., on-October 1, 1958, at 10 a.m. By decision of October 
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13, 1958, I was notified by the manager of the Santa Le land office that my offer 
had been given No. 1 priority pursuant te a public drawing held October 10, 1958. 

The lands applied for in my offer were available for leasing since the 10-year 
term of the prior oil and gas lease covering the lands expired by operation of 
law at midnight September 30, 1958. The owner of the expired oil and gas lease 
appealed the rejection of his partial assignment filed in the last month of the 
lease term, contending that by virtue of said assignment the lease should have 
been extended for 2 years. At the present time the appeal has not been decided, 
one way or the other. 

Senate bill 1272 would legislatively grant the holder of the old lease a 2- 
year extension from October 1, 1958, by virtue of the partial assignment having 
been filed, even though not timely. 

I submit that S. 1272 is not proper legislation for the following reasons: 

(1) The bill is discriminatory inasmuch as it benefits only the special group 
who held leases that expired on September 30, 1958, and who made partial 
assignments of such leases during the last month of the lease term, all of which 
was contrary to the rules and regulations of the Department of Interior at the 
time. 

(2) If the owners of the expired leases feel aggrieved, their procedure for 
appeal is clearly outlined by the Mineral Leasing Act. In fact, many such 
appeals have been filed, but have not as yet been ruled upon. S. 1272 would 
legislatively decide the matter before the proper administrative and judicial 
remedies have been exhausted, or even the first appeal decided. 

(3) The “special interest” results of S. 1272 would establish an unwise 
precedent, in that in the future persons aggrieved by the administration of the 
Mineral Leasing Act would beseech their favorite Senators and Congressmen to 
introduce private legislation for their relief, without resort to proper adminis- 
trative and judicial channels, and without regard to the established rules, regu- 
lations, and laws provided for such administration. 

(4) The enactment of S, 1272 would divest the owners of Federal oil and gas 
lease offers of vested rights. 

The controversy giving rise to the introduction of S. 1272 was undoubtedly 
precipitated by recent reinterpretations of the Mineral Leasing Act. As is al- 
ways the case when a new rule or regulation, or a new interpretation of an 
existing rule or regulation, is promulgated, certain classes of persons are 
effected—sometimes adversely and sometimes beneficially. This result must be 
viewed realistically, because to try and please everyone is folly, if not im- 
possible. 

A principle is involved in 8S. 1272. To enact the bill would benefit a very 
limited group in a manner contrary to the Mineral Leasing Act; to leave the 
matter as it is (without enactment of S. 1272), will affirm the administration 
of the Mineral Leasing Act by the Bureau of Land Management, and uphold the 
a of those persons who have complied with the pertinent rules and reguli- 

ons. 


Mr. Crostin. Gentlemen, I might first say that on your list of wit- 
nesses there you have me listed as from Roswell, N. Mex. My home 
is at Lubbock, Tex. I am an attorney there and I represent Mrs. 
Christine Elliott, who is a sister of Mr. Penrod Toles, of Roswell. 

So I cannot speak with the authority of these gentlemen who have 
Beans law in the Federal lands States like Mr. Hunker can. I 

on’t want to even pretend to hold myself out as an authority on these 
Federal lease problems. 

Senator Grurntne. I am sure that those from Texas speak with no 
less authority than those from any other State. 

Mr. Crostin. Thank you, sir. 

I would like to read at least a poten of the statement which Mrs. 
Elliott has prepared and which I respectfully submit in her behalf. 
It gives the beckensene of the problems which arise under this pro- 
posed Senate bill 1282. 

I am the applicant for an ofl and gas lease on the public domain, covering 


sections 4, 5, 8, and 9, township 25 S., Range 36 B., New Mexico principal merid- 
ian, Lea County, N. Mex. My offer was properly filed, simultaneously with 118 
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other offers for the same lands, in the office of the Bureau of Land Management, 
Santa Fe, N. Mex., on October 1, 1958, at 10 a.m. By decision of October 13, 
1958, I was notified by the manager of the Santa Fe land office that my offer 
had been given No. 1 priority pursuant to a public drawing held October 10, 
“a lands applied for in my offer were available for leasing since the 10-year 
term of the prior oil and gas lease covering the lands expired by operation of law 
at midnight, September 30, 1958. The owner of the expired oil and gas lease 
appealed the rejection of his partial assignment filed in the last month of the 
lease term, contending that by virtue of said assignment the lease should have 
peen extended for 2 years. At the present time the appeal has not been decided, 
one way or the other. 

Senate bill 1272 would legislatively grant the holder of the old lease a 2-year 
extension from October 1, 1958, by virtue of the partial assignment having been 
filed, even though not timely. : 

If I may, in order to save the time of the committee, I will make 
comments without reading the arguments set up here in the written 
statement. 

I believe that set of facts is a characterization and typical set of - 
facts that arises under this proposed Senate bill 1272. In other 
words, Mr. Trigg referred to it as a relief bill. 

To me a legislative relief bill, Mr. Chairman, has always been one 
where an individual had been confronted with an undue hardship for 
which he petitioned the Congress to give him relief which could be 
afforded to him as relief from some action of the Government which 
did not prejudice the rights of others. 

This bill gives relief to one group against the rights of others. 

Mr. Hoffman said, and I realize technically there is no vested right 
until the Government has finally issued the lease, but when the proce- 
dure for presenting the offer, in other words, in common language, 
making the application for a lease upon the public lands that are 
available for leasing has been made and the land office of the State 
in which those lands are located, as I understand the rule, has deter- 
mined that a particular individual—in accordance when that deter- 
mination has been made—in accordance with the established rules and 
regulations and the law and the right of that individual to that lease 
has been determined as it was done here, then whether we technically 
call it a vested right or not, it is a right which no one else can take 
away from you. 

As long as everything is regular it would even be possible for the 
Bureau of Land Management or the Secretary of the Interior to even 
be nomena if there was some arbitrary action which denied that 
right. 

So that we have here a situation where one group of people are con- 
tending that their lease rights were extended by the filing of a partial 
assignment within the 12th month contrary to the decision of the 
Solicitor’s Office of August 11. 

Senator, the distinction between the Senate bills 2308 and 1272 is 
based upon a judicial background which recognizes the law that rec- 
ognizes the rights of those individuals who have-acted upon an inter- 
pretation of a law made by an administrative agency. 

Senator Grugenine. You don’t object to S. 2308 : 

Mr. Crostin. I have no objection to S. 2308 because I believe what it 
does is to clarify a question which could ultimately be determined 
in the courts. 
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Senator Gruenine. You say there are two groups, one group which 
is presumably benefited and one which is not. Can you give me any 
idea as to the relative numbers of those two groups in comparing 
them ? 

Mr. Crostin. Mr. Chairman, Mr. Hunker and I inquired yesterday 
of the Bureau of Land Management how many cases were on appeal 
involving the month of September partial enn We were in- 
formed that there are 93. You realize that the Bureau would have 
no record and it would probably be an extremely difficult task to run 
down all of those cases where the bill did not protect their rights by 
this appeal procedure because there would be undoubtedly many in- 
stances where there was an effort to file an untimely assignment. 

Sentaor Grugenine. I just wanted your estimate. It naturally can- 
not be exact. But in general would more peep be injured than would 
be benefited by this legislation or more people benefited than injured, 
in your view ? 

r. Crost1n. I think more people would be injured because on these 
93 cases it is perfectly balanced because—I mean I presume that on 
each one of these leases there is an appeal by the person who formerly 
held the 10-year lease and a filing, an offer in our opinion now pend- 
ing against which the appellant is awaiting the outcome of the appeal. 

ow as.to those people, one thing, it seems to me, that is a bad 
feature of S. 1272 is that those people who have taken leases as of 
October 1, 1958, and proceeded to develop even those leases, they have 
made assignments or it is even possible in these 9 months—I don’t 
know of any instances personally—but it is possible in these 9 months 
for them to have drilled an such a lease. 

It seems to me that S. 1272 would raise a very definite question as 
to the validity of their title. 

Senator Gruenine. Any questions? 

Mr. Woop. There are several questions I would like to ask. As I 
understand it, with this bill and Senator Allott’s bill, and with your 
peseemnntece dealing with three groups of people, Senator Aliott’s 

ill would validate the leases up to August 28, 1959. S. 1272 would 
validate the leases or assignments of leases to people that were made 
from A 28 to September 30, 1958. 

Your clients are another group who had applications which were 
top filed on some of these lands that were in expiring leases and they 
filed applications with the Bureau of Land Management for leases 
on October 1, 1958. All they had was an application; was a lease 
ever issued to those people? 

Mr. Crostin. No, sir. But the money was accepted. It was 
assigned a number. The validated copy of the lease was sent back, 
not an executed copy. 

Mr. Woop. But clea was no lease issued. It was merely an appli- 
cation and they took the application fee and the first year’s rental 
or whatever they were to get because there were appeals pending 
from the decision to pei ay lm assignments, isn’t that right, on 
these leases that were assigned ? i 

Mr. Crost1n. That is the status of those kinds. 

Mr. Woop. So that your client had no lease, just an application 
for a lease? 

Mr. Crostin. It is an offer to lease. 
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Mr. Woop. An offer to lease. 

Mr. Crostin. Which has been processed. 

Mr. Woop. But you made the statement that some of these people 
may have gone out and started drilling and spent money on this land. 
They are not allowed to spend any money and permitted to develop 
until they get a lease and put up a bond, are they ? 

Mr. Crostrn. Mr. Wood, may I explain, my reference to that had 
to do where no appeal had been taken. You see, there are only 93 
of these appeals. 

Mr. Woop. We are talking about these under appeal now. I grant 
you there may be something needed in S. 1272 to make sure it applies 
to only those under appeal because that was the intent, I think, to 
make it apply to only those who had appeals pending. Those who 
were not under appeal, I can see a difference there because if I have 
a lease assigned to me and the Secretary or the Department of the 
Interior brings an action to cancel that lease, when he brings the - 
action and makes the decision to cancel he sends me a notice and I 
have time in which to appeal that case. He cannot do anything 
else with the land until that case is decided, can he? 

Mr. Crostin. Your statement as you made it, I believe, Mr. Wood, 
is true, but the situation here is a little bit different. 


Mr. Woop. How can you get equity in a lease when you just have 
an application and the title to the land or title to the lease is still in 
question ? 

Mr. Crostin. Mr. Wood, I did not intend to use the word “equity” 
if I did, and I pointed out, I believe, that I judged that he did not have 
a vested nig, but we have a prior right and everybody under similar 


situations has a prior right that cannot be destroyed as long as all of 
this procedure has been regularly taken. 

Mr. Woop. Don’t you think these people who paid money for assign- 
ments and took the assignments in good faith, who were not aware of 
these conflicting decisions and opinions of the Department, which are 
not publicized, and had proceeded in good faith and spent their money, 
weren’t they entitled to some—didn’t they have some equity or right? 

Mr. Crostin. Mr. Wood, as Mr. Hunker said—— 

Mr. Woop. They came ahead of the applicant. 

Mr. Crostin. We said there were some equities on the other side. 
But you are undertaking to consider a relief bill that picks out one 
analt aeeeip to give relief to, whére you are hurting another group and 
pulling them into a special category, that in those many cases one of 
these people had not filed one of these 93 appeals; then that individual 
who filed upon that lease would be, according to your thinking and 
your interpretation of 1272, he would have no problems. 

Mr. Woop. I am saying this: The man who has the assignment is 
the one who has the first right if that assignment is finally approved. 
He has the first right. ‘The person who applies never gets a right until 
that first proposition has been taken care oF It has either been denied 
or approved. So there is no right actually existing to the person who 
files just an application. 

Mr. Crostrn. Mr. Wood, may I 

Mr. Woop. They may have a preference right if the other is not 
approved. 
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Mr. Crostin. May I make this comment, that that seems to me to 
be one of the—the critical defects of this 1272 is that it undertakes to do 
by legislation something for which there is yet available administra- 
tive procedure. 

Mr. Woop. Would you not say probably the Department is at fault 
in not informing these lessees that there were conflicting rulings and 
decisions on these leases so they would have some knowledge of it? 
weer were innocent parties, so to speak. Would you not agree with 
that ¢ 

Mr. Crostin. Mr. Wood, speaking with reference to that situation 

nerally, my comment would be that a vast majority of the people 
in the industry knew what was going on and proceeded to comply 
with the regulations and the rulings and to follow the solicitor’s opin- 
ion if only a few have found themselves in this peculiar position. 

Mr. Woop. The few who found themselves in that position, though, 
were people who did not have an opportunity toknow. I donot know 
if these decisions were published in the Federal Register or not. I 
wonder if the Department—— 

Mr. Crostin. No; they were not. 

Mr. Woop. They weren’t ? 

Mr. Crost1n. They were not. 

Mr. Woop. There were no official notices given of the decision ? 

Mr. Crostrn. It was fairly widely publicized in the industry 
through the industry publications. 

Mr. Woop. I can understand if they had been published in the Fed- 
eral Register then people would have been on notice. But these peo- 
ple for whom we seek relief were not on notice, so we feel that they 
were entitled to relief the same as your client might be entitled to re- 
lief if the lease application or assignment of these people were denied 
and then for some reason the Department decided that they would 
not go ahead and issue the lease. 

r. Crostin. Mr. Wood, one comment I would like to make—I 
don’t want to become argumentative at all—but you folks in New 
Mexico probably use top leasing a little bit differently than what we 
do in Texas. That term “top leasing” has been kicked around here 
this afternoon and to me this is not a top lease situation. The lease 
was open on the lands, were shown open, the records of the land 
office in Santa Fe, and in the top leasing proposition a lot of people 
went in and tried to top lease; 119 of them filed in this particular 
group of lands. 

Mr. Woop. Anybody who knows anything about the operation of 
one of these land offices out in the district. where there is oil and gas 
activity knows that when a lease looks like it is going to become open 
nearly everybody in the country runs in and files on it. Many times 
you will have several hundred people filing for the same piece of land. 

I think that isall Ihave, Mr. Chairman. 

mans Gruenine. I have no more questions. Thank you very 
much. 

Senator Axorr. I have no further questions, I am happy to see 
that you do support my bill 2308, and I would just like to say this, 
that I am sure no one here takes your remarks as argumentative. This 
committee has the very difficult task of trying to arrive at facts and 
what is just and equitable and I am sure that the chairman, the acting 
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chairman as well as the chairman this morning and myself and the 
others, the last thing we would want to do would be to try to prevent 
anyone from presenting their viewpoint as they see it. 

Satiatde GRUENING. “Thank you. We welcome argument. It is a 
way the facts can best be brought out. 

Mr. Crostin. Thank you, sir. 

Senator GrueNnine. Thank you very much, Mr. Hunker and Mr. 
Croslin. 

The next witness is Robert B. Laughlin, Casper, Wyo., executive 
vice president of Rocky Mountain Oil & Gas Association. 


STATEMENT OF ROBERT B. LAUGHLIN, CASPER, WY0., EXECUTIVE 
VICE PRESIDENT, ROCKY MOUNTAIN OIL & GAS ASSOCIATION 


Mr. Laventin. Senator Gruening, Senator Allott, Mr. Wood, my 
name is Robert B. Laughlin. Ilivem Casper, Wyo. Iam the execu- ' 
tive vice president of the Rocky Mountain Oil & Gas Association. 
Our association is a trade association representing the oil and gas in- 
dustry in the States of Wyoming, Colorado, Utah, Idaho, Montana, 
Nebraska, and South Dakota. 

Our association has over 2,200 members comprising every element 
of the oil and gas business in our territory, and therefore I speak 
today on behalf of drillers, producers, royalty owners, lease brokers, 
and others whose livelihood is dependent upon the oil and gas indus- 
try. 

The purpose of the association is to promote the discovery, develop- 
ment, production, and conservation of oil and gas in the Rocky Moun- 
tain region. 

Our industry endorses and favors the passage of S. 2181 introduced 
by Senator Joseph C. O’Mahoney of Wyoming. I appreciate this 
opportunity to tell you why we favor this bill. 

You will note that the States within the scope of our association are 
often referred to as “public domain States”; that is, States having a 
high percentage of public land within their boundaries. In at least 
three instances, more than 50 percent of the lands in such States are 
owned by the United States. This applies not only to the surface of 
such lands, but also to the oil and gas and other minerals which may 
be found therein. In some of these States, the United States owns 
upward of 70 percent of the minerals. Consequently, we are vitally 
concerned with public land matters and particularly the Mineral 
Leasing Act of 1920. 

For a long time we have been aware of a serious problem develop- 
ing from the leasing for oil and gas under that law. This problem 
has been studied many times by the industry with the view of sug- 
gesting to Congress improvements in the law. Other associations 
such as Western Oil & Gas Association, New Mexico Oil & Gas Asso- 
ciation, Mid-Continent Oil & Gas Association, and Independent Pe- 
troleum Association of America have joined in these studies. 

Each study has emphasized the fact that the source of the problem 
lay in two features of the act as it now exists. 

irst, the act oo that no person, association, or corporation 
shall take or hold at one time oil or gas leases exceeding in the aggre- 
gate 46,080 acres in any one State. The act also provides, however, 
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that the interest of an optionee under a nonrenewable 3-year option 
to purchase or otherwise acquire oil or gas leases shall not prior to 
the exercise of such option be a taking, or holding, or control under 
the 46,080 limitation. Option acreage is limited to 200,000 acres in 
any one State. 

he theory of having one limitation for leases and another limita- 
tion for options has led to such uncertainty that legitimate operators 
frequently do not know and cannot know whether they are or are not 
complying with the law. Questions have arisen as to. whether the 
acquisition of an option was not in fact the indirect acquisition of the 
lease and consequently, chargeable as lease acreage rather than option 
acreage. There is no solution to this uncertainty except by remedial 
legislation. 

Secondly, the act makes no provision for the protection of the 
innocent purchaser against the cancellation of a lease because of the 
fraud or other violation by a predecessor in title. 

Where chaos in the exploration and production of oil and gas in 
the public land States has heretofore fon threatened, chaos now 
exists, ignited by the recent filing by the Department of the Interior 
of several contests alleging violations of the acreage limitations against 
more than 200 parties. 

The title to practically every Federal lease has been clouded, 
whether or not the same may now be in the hands of an innocent 
purchaser. This has resulted in a serious slowdown in exploration 
and development. Transactions cannot be consummated because titles 
cannot be approved. For the same reason, banks are forced to dis- 
eee oil loans. 

. 2181 will clarify the Leasing Act and will go a long way to- 
ward solving these two sources of difficulty. 

Among other things, the bill would eliminate the distinction be- 
tween option acreage and lease acreage and’ fix the maximum limita- 
tion of acreage, regardless of how it is held, at 246,080. In addition, 
it provides protection for the innocent purchaser while at the same 
time providing penalties for those who are guilty of fraud. 

The condition in which the industry finds itself is critical. 

We recommend and urge the passage of S. 2181. 

Senator GRUENING. Thank you wee much, Mr. Laughlin. We 
are very glad to see that you endorse the bill presented by the chair- 
man of this subcommittee whose absence we very much regret. As 
you know, he is ill, and we hope for a speedy recovery. 

Mr. Laventin. We hope so, too. 

Senator Grurenine. I would like to ask you whether you have any 
idea as to why the Department filed these contests. Do you think 
there was real evidence that there has been violation of the acreage 
limitations? 

Mr. Laventi. I have no way of knowing. I assume that the in- 
vestigations indicated to them that there had been violations, al- 
though I do not know that of my own knowledge. ; 

Senator Grueninec. Does it follow that if there have been viola- 
tions in 200 cases that the title as you say in the test of every Federal 
lease has been clouded ? 

Mr. Laveuutn. Because even though it may now be in the hands 
of an innocent party the position of the Department is that the lease 
is void ab initio and therefore void in the present holding. 
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Senator Grurentna. That would be a very unsettling situation, 
would it not? 

Mr. LaueHurn. Extremely so. 

Senator Groenina. Mr. O’Callaghan. 

Mr. O’CatiaGHAN. No questions. 

Senator Gruenine. Mr. Wood. 

Mr. Woop. On pages 10 and 11, this provision regarding the pro- 
tection of innocent parties, as I understand it the Department of the 
Interior has filed actions against a good many of the companies in- 
volving hundreds of thousands of acres of leases that are already 
pending now. The cases were pending before the Department. Don’t 

ou think that this legislation should be made retroactive to toll the 
tt so to speak, during the time that those actions are pending as 
well as applying to those from the time of enactment of this legisla- 
tion forward ? 

Mr. Laventin. The provision on tolling the leases ? 

Mr. Woop. Yes. 

Mr. Laveutin, I think it should be made retroactive. 

Mr. Woop. What do you think about suspension of rentals during 
that time of action pending on leases. 

Mr. LaveHurn. It would seem equitable that rentals be suspended 
during a time that the development has been suspended. 

Mr. Woop. That is all I have, Senator. 

Mr. Laveuuin. I have here a statement of J. R. Williams in con- 
nection with S. 2181 endorsing it which I would just like to introduce 
_ the record and also the statement of J. W. Gee also in support 
of 2181. 


Senator Gruenrina. They will be received and put in the record at 
this point. 
(The statements referred to follow :) 


STATEMENT OF J. R. WILLIAMS, SALT LAKE City, UTAH 


My name is J. R. Williams. I reside in Salt Lake City, Utah. I am an oil 
and gas lease broker. In th following statements I wish to convey to you my 
reasons for encouraging you to give favorable consideration to the passage of 
§. 2181, introduced by Senator O’Mahoney, and called Mineral Leasing Act 
Amendments of 1959. 

There are several worthwhile provisions in this bill; however, I intend to 
confine my remarks to sections 3 and 4 of the proposed amendments. 

Section 3 of the proposed bill amends section 17(a) of the Mineral Leasing 
Act by changing the primary term of the Federal oil and gas lease from 5 to 10 
years. I am sure that this provision will save the industry, the Bureau of Land 
Mnagement, and the U.S. Geological Survey considerable time and effort in 
processing the paperwork involved in the multitude of requests for extensions 
received each month by the various district land offices. Under the present provi- 
sions of the law ‘a very, very high percentage of these requests receives routine 
approval. Although the issuance of such approval is routine, the saving of 
man-hours would be considerable. 

A part of section 4 of the proposed bill provides for removing the distinction 
between leases and options to acquire such leases, insofar as the total acreage 
that can be held by one party in one State under lease or option is concerned. 
This provision would allow any person, association, or corporation to take, hold, 
own, or control at one time an aggregate of 246,080 acres, under Federal oil and 
gas leases on land held under the provisions of the act (including options for 
such leases) in any one State except the States of Alaska and Hawaii. 

The present law provides for a maximum of 46,080 acres of oil and gas leases 
with an additional 200,000 acres of lands which may be held under option to 
acquire such leases. Therefore, this act does not increase the total amount of 
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acreage which may be held in any one State by any one party, where such 
limitations are now in effect. The oil and gas industry is not backing this bill 
in an attempt to secure the right to hold a greater amount of acreage in each 
State, but rather to remove their present method of operations from the “twi- 
light zone” in which they occasionally. find themselves through no fault of their 
own. 

Although the present Mineral Leasing Act provides for the acquiring of options 
not to exceed 200,000 acres in any one State, the act does not specify how one 
may acquire an option on open public domain lands which may fall within a 
geologic prospect. If the lands are under lease, then obviously one can attempt 
to acquire an option from the record lessee. In many instances, however, zeol- 
ogists project their studies into virgin areas where all, or the majority, of the 
public domain lands are not under lease. As it is desirable in new areas to 
acquire considerable acreage initially and then contract the areas of 
interest as further geologic study indicates, acquisition of lands in one’s own 
name in two or three virgin areas would undoubtedly place an operator close to 
the maximum of 46,080 acres in any given State and make it mandatory that he 
acquire lands by the option method in the next virgin area in which he becomes 
interested. The Federal Government is not empowered to grant an option; 
hence, an operator finds the acquisition of lands in such additional virgin areas 
restricted to dealing with third parties. 

To acquire lands by the option method in a virgin area requires the operator to 
suggest to a third party that the operator is desirous of having lands submitted 
to him in a given area of interest. At this point the operator’s method of op- 
eration enters the “twilight zone” previously referred to. The operator is never 
certain that what he construes to be a legitimate option transaction will not 
someday be construed by the Department of Interior as a direct holding and 
chargeable under an entirely different acreage quota which might inadventently 
put him over on his lease acreage allowable in the particular State involved. If 
the distinction between lease acreage quotas and option acreage quotas is re 
moved, the operator would not be able to acquire any more lands than is pres- 
ently allowed, but he would be able to acquire new lands directly in his own 
name, or by option if that method were more desirable, without fear of adverse 
interpretation of his acquisition procedure methods. 

It is my understanding that the removal of the distinction between lease and 
option chargeability would be of considerable help to the Solicitor’s Office, as 
they are presently spending a great amount of time in policing this area in at- 
tempts to resolve whether or not an option holding, in any given instance, is 
truly an option holding. 

The provisions of section 4 of this proposed act which relate to the protection 
of an innocent purchaser in good faith are both desirable and necessary. At 
the present time it is impossible for an operator to acquire a lease and be as- 
sured of good title, no matter how diligently counsel may check all available 
public records. The checking of all available public records does not insure 
that at some future date the Department of Interior may not hold that someone 
in the chain of title acquired his interest by direct lease chargeability rather 
than by option chargeability. This difference in interpretation of the type of 
chargeability may place the prior party in interest over on lease chargeability 
at the time he held the lease, thus placing a cloud on the title. 

Numerous actions for the cancellation of leases have been brought in recent 
months in several land offices by the Department of Interior. In almost every 
instance the alleged defects in title relate to the actions of prior lessees and not 
to actions by the present lessee, who presumably acquired the lease in good 
faith. The immediate result of these various actions by the Department has 
meant, in many instances, the curtailing of acquisitions of Federal leases and 
the slowing down of development on Federal leases as operators attempt to 
assess their risks. In order for the oil industry to operate on the public do- 
main it is necessary that this protection be provided for the innocent purchaser 
in good faith. 

In conclusion, I wish to state that the passage of this bill will be beneficial 
to both the oil and gas industry and the Department of Interior. It should re- 
sult in health activity and increased interest on the public domain. 
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STATEMENT OF J. W. GEE, ATTORNEY, CASPER, WY0., DIVISION OF THE OHIO Orn Co. 


My name is J. W. Gee, and I am the division attorney of the Casper, Wyo., di- 
vision of the Ohio Oil Co. My residence is Casper, Wyo., where I have lived 
for many years. 

The purpose of this statement is to support and urge the passage of S. 2181, 
introduced in the 86th Congress, Ist session, June 15, 1959, by Senator Joseph 
Cc. O’Mahoney, of Wyoming. My appearance here today is also in the representa- 
tive capacity of chairman of the legislative committee of the Rocky Mountain 
Oil & Gas Association. 

We are convinced that S. 2181, if passed by the Congress, will solve, or 
materially assist in the solution of two very serious problems with regard to 
the leasing of public domain for oil and gas. I am equally certain that until 
these two problems are solved, the development of our public lands in the 
Western States for oil and gas will continue to be forestalled or greatly delayed. 
Obviously this situation would not be beneficial to the public interest or the 
industry at large. 

The first of these problems is how to remove the uncertainty and confusion 
from the business of leasing Federal lands, in order to avoid violating or 
running the risk of being held to have violated the present acreage limitations, 
as provided in the Mineral Leasing Act of 1920. 

It is this act which provides the authority for the Secretary of the Interior 
to issue an oil and gas lease. Its various provisions and the regulations here- 
tofore established by the Department of the Interior form the framework for 
oil and gas leasing on the public domain. Section 27 of the present act has 
for many years provided for two forms of acreage limitations for oil and gas 
leases. At present it is legally permissible for a person, association, or corpora- 
tion to own actual leases either by original application or assignment to the 
extent of 46,080 acres in any one State. At the same time it is legally permissible 
for the same person, association or corporation to own 3-year nonrenewable 
options covering additional leases to the extent of 200,000 acres in any one State. 
Within the industry, ownership of leases is often referred to as “direct charge- 
ability,” and ownership of options, as “indirect chargeability.” 

Because of these two different forms of chargeability, the industry, as well as 
the Department of the Interior, for many years has often been faced with serious 
difficulties of interpretation and uncertainty as to whether a lease or interest 
therein should be charged to a particular person, association, or corporation 
as a direct charge under the 46,080-acre limitation, or on the other hand 
an indirect charge under the 200,000-acre limitation. It is obvious that so 
long as there may be a legitimate difference of opinion as to which form of 
chargeability is properly, legally applicable, then so long will such person, 
association, or corporation charged run the ever possible risk of exceeding the 
acreage limitation in one way or another. 

Conflicting opinions can, for example, be reached as to whether a person 
taking an option on a lease solicited to be procured through another should 
actually be charged under the option limitation or the direct lease limitation. 
Such arrangements are quite common in brokerage firms dealing in Federal oil 
and gas leases. Depending upon the amount of actual leases already held by 
a person under direct chargeability, it is obvious that a decision on the point 
is all-important in the example referred to, in order to determine whether an 
excess condition has resulted. 

In addition to those situations where an honest difference of opinion or an 
honest doubt may arise as to the character of the holding, the present distinction 
between leases and options has unquestionably provided the opportunity for 
fraud, since an “option arrangement” may be deliberately used to avoid direct 
chargeability. Thus the continuing use of present distinctions between leases 
and options creates a fringe area, which is neither black nor white, but simply 
gray, and to that extent definite and firm leasing practices and chargeability 
can never be established. 

The committee is well aware that of recent months the Bureau of Land 
Management of the Department of the Interior has seen fit to institute cancel- 
lation actions administratively in the Cheyenne, Wyo., and Billings, Mont., land 
offices. These suits seek the cancellation of thousands and thousands of acres 
of Federal oil and gas leases, some of which are producing and are of immense 
value; and several hundreds of people, associations, and corporations now 
suddenly find themselves defendants in cases where they have not been guilty 
of fraud, and if they have erred at all it has consisted of the hopeless attempt 
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to determine the correct way to establish their own chargeability under the 
two forms of chargeability just discussed. The practical result of this ‘“shot- 
gun” method of enforcement is to place a sizable roadblock squarely in the 
path of further development and exploration of public domain, since such suits 
effectively cloud the title of every lease involved and many more covering 
surrounding acreage. 

In order to correct the situation we believe that the root of the trouble, 
that is, the present distinction between leases and options, should be removed, 
and that until this is done the leasing of public domain for oil and gas purposes 
simply cannot be aceomplished in any sensible and sound way. After all, it 
should not matter to the United States how or by what technical method of 
conveyance the oil and gas industry seeks to hold its property interests in 
leases issued by the Government. It should be of no concern to the Department 
of the Interior whether one oilman prefers to take an assignment of an existing 
lease, while another would rather hold an option on it. What should and does 
matter to the Department of the Interior is that no matter how either of them 
holds it, his true interest should at all times be made known to the Department, 
recorded by the Department, and thus subject to the administration of the 
Department. 

This bill accomplishes this purpose by removing the present distinction be- 
tween leases and options and thus permitting one form of chargeability instead 
of two. While it is true that this legislation will still permit the. taking of 
options, and if this is done such will still be limited to 200,000 acres in any 
one State; nevertheless, if a person does not. desire to take options he may 
safely apply for or purchase existing leases by assignment, so long as the 
aggregate total of 246,080 acres is not exceeded in any one State. 

The acreage limitation feature continues to be preserved in this bill, by 
simply aggregating the acreage now possibie to hold under direct and indirect 
chargeability into one total amount. The industry, therefore, gains no acreage 
advantage by the passage of this bill, nor does it seek any. We are satisfied 
to continue to live within the total aggregated acreage we have had before; 
that is, 246,080 acres in any one State. Our objection has not been to the 
amount of acreage, but to the two different ways we have had to hold and 
account for that acreage in order to be competitive in one of the most com- 
petitive businesses in the world. This objection will, in my opinion, clearly be 
cured by the passage of this bill. 

The second problem is how to insure that the rights of an innocent purchaser 
of a Federal lease will be protected down the line, even though at some prior 
point in the chain of title there may have been disqualifying factors. As you 
know, this is often referred to as protection for the bona fide purchaser of an 
interest in land. 

As a lawyer I know that in the law of real property there is no principle 
which has deserved and received the sanction and confidence of the courts for 
so many hundreds of years as protection for the bona fide purchaser, and yet 
in the administrative cases filed by the Department of the Interior, and which 
I have already mentioned, it has been made perfectly clear to the industry that 
the Department does not consider that a bona fide purchaser of a U.S. oil and 
gas lease either can exist or should be entitled to any protection whatever— 
regardless of the expenditures, investment, time, and effort that such a pur- 
chaser may very well have put forth on his lease, believing in good faith that 
his lease is valid and subsisting. I suppose that some years from now the 
courts may be called upon to decide whether the Department’s attitude in this 
regard is right or wrong, but in, the meantime thousands of acres of Federal 
leases will be in real jeopardy because of expiring terms and innocent purchasers 
are left without relief. In addition to this, the rest of the industry must con- 
tinue to back away from even ordinary drilling and development features, 
because we cannot risk drilling a quarter-of-a-million-dollar well on a lease 
which may the following week. be sued for cancellation by the Department. 
For these reasons it is considered vital that this Congress enact legislation 
which will protect the continuation of Federal oil and gas leases in the hands of 
truly innocent purchasers who have in good faith, without notice of any dis- 
qualifications of prior title and for valuable consideration, bought such leases 
for legitimate development purposes. 

I am equally convinced that this bill, if enacted, will accomplish this pur- 
pose. In doing so this bill will have made it perfectly clear that the law of the 
land so far as bona fide purchasers are concerned applies with equal force to 
the leasing of public domain for oil and gas exploration and development. 
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The other provisions of the bill all have merit and will, if it becomes a law,,. 
permit the leasing of Federal lands on a realistic and fair basis without 
deteriorating the necessary control of the Department of the Interior. 

This is a good bill, wisely drawn and aimed at correcting serious problems 
now existing in our industry. Basically the Mineral Leasing Act of 192U was 
far-seeing legislation, and without it, it is doubtful if the public domain would 
ever have reached its present stage of valuable development. Like all legis- 
lation, the Mineral Leasing Act is affected by the passage of time, and this is a 
necessary step to bring the act into line with the needs of the public and the 
industry, and to do so on a realistic and sound basis. I hope you will see fit 
to report the bill out favorably, and that it will shortly be passed by the Congress. 

Mr. Laveuurn. I would like to make just a few comments about 
the other bills that you have. 

Senator Grueninc. We would be happy to have them. 

Mr. Lavenuin. We concur with the statement made by the New 
Mexico Oil & Gas Association relative to 1496 and also concur with 
Mr. Blackburn’s statement which will follow very shortly. 

Mr. Blackburn is speaking for the Independent Petroleum Associa- 
tion of America. 

We also concur with the opposition of the New Mexico association 
to S. 1497 and concur with the statement that Mr. Blackburn will make 
on that. 

We had heretofore been on record in opposition to S. 852 and simply 
would like to reaffirm that opposition as we favor S. 853. 

I will not go into the details of those bills as they will be discussed 
more fully by Mr. Blackburn. 

Senator Grurntne. Does that conclude your statement, Mr. 
Laughlin ? 

Mr. Lavueutin. Yes, sir. 

Senator Grurnina. Thank you very much. We appreciate very 


much having you here. 

Mr. Laventurn. Thank you. 

Senator Gruenine. The next witness is Mr. Frank M. Gallivan, 
lease broker and lawyer of Cheyenne, Wyo. 


STATEMENT OF FRANK M. GALLIVAN, LEASE BROKER AND 
LAWYER, CHEYENNE, WYO. 


Mr. Gatiivan. Mr. Chairman, and members of the committee, I 
am here speaking on behalf of S. 2181. 

My name is Frank M. Gallivan. I am an attorney at law with offices 
in Chevense, Wyo. My law practice for a number of years has been 
confined almost solely to oil and gas title problems with the greater 

ortion of that work being in the very restricted field of titles on 
ederal oil and gas leases. 

I believe that I can safely say that, without exception, everyone in 
the industry with whom I have been in contact, from the smallest 
leaseholder to the largest operator, is in accord that the passage of 
the corrective legislation embodied in S. 2181 is an absolute necessity 
if oil development is to continue on the public domain. 

As the committee is undoubtedly aware, on January 26, 1959, the 
Department of the Interior, acting through its State supervisor for 


the State of Wyoming, filed in the Wyoming Land Office a contest 


proceedings against one Walter G. Davis and other parties. The pe- 
tition names a total of 87 deféndants and seeks to cancel some 86 
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Federal oil and gas leases. A short time later, a like action was filed 
against the same Walter G. Davis and other parties in Montana. On 
June 2, 1959, a separate contest proceedings was filed against one 
Olen F. Featherstone, naming as codefendants 147 other persons and 
corporations and attacking the leasehold title to 374 leases. 

I am not before the committee to try the facts of these contests, but 
I would like to point out that over the years I have had occasion 
to examine such of the Federal records as are available for public 
inspection on a number of the leases involved in the two Wyoming 
contests. In most instances, the parties named as defendants in the 
alleged frauds were either predecessors in title, who had been origi- 
nal , eg and had in years past at the time of the assignment retained 
an overriding royalty, or they were subsequent innocent purchasers 
for value. 

At the time of the most of the purchases, there was no recorded 
evidence that the principal contestees involved in the contests had or 
claimed an interest in the leases, nor did any other available Govern- 
ment records reveal that any of the parties involved in the leasehold 
titles might have been in violation of the law. 

The initial inquiry into Mr. Davis’ holdings was instituted in 1954 
but the contest action was not filed until January 1959. In the mean- 
time, the Department, under existing law, ny gpm the payment of 
each year’s rental as due, and any application for extension had to be 
filed under the penalty of losing the lease. Assignments taken of 
leases upon which option agreements had been granted, prior to any 

ublic notice of possible acreage violation, were accepted for filing, 

ut no action has been taken to approve or disapprove any of these 
instruments since sometime in 1955 in the Davis matter, and since 
June of 1956 in the Featherstone matter. Meanwhile, the lease terms 
continue to run and many leases have expired, and more are expiring 
each month, without affording the bona fide purchaser the opportunity 
to explore the property. Many assignments on leases under attack 
were approved long before any question was raised as to the lease 
title and a number have since become productive, representing a tre- 
mendous development investment and an existing property right of 
considerable value. 

I am not contending that there are not existing abuses and viola- 
tions of the provisions of the Mineral Leasing Act, nor would I be so 
naive as to believe that they will not exist should this legislation be 
adopted, but I am of the opinion that the proposed legislation will go 
a long way toward making the law more livable, both for the great 
majority of the industry who try to comply with the law and the 
Government officials who are charged with the enforcement burdens. 

I am in complete sympathy with the difficulties the Department now 
have in administering the chargeability provisions of the Leasing Act 
as it now stands, and it is my firm belief that the legislation under 
consideration will greatly assist the Department in a more strict en- 
forcement of the law against the deliberate violator without penaliz- 
ing the innocent purchaser or limiting development on the public 

omain. 

The Mineral Leasing Act, as it now reads, and as it is now being ~ 
interpreted by the Department, appears to have three serious prob- 
lems which will be remedied by the proposed legislation. 
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The first problem has grown out of the use of the option-holding 
rovision of. the existing law. The present law authorizes a total 
holding of 246,080 acres in oil and gas leases on the public domain in 
any one State, except Alaska. That total is comprised of 46,080 acres 
in direct holdings in the lessee’s own name, and 200,000 acres which 
are of record in another party’s name, the latter acreage controlled by 
the use of a 3-year, nonrenewable option. Except for the filing of a 
semiannual list of these options, they are for the most part a concealed 
holding and by the very fact that they are concealed, invite abuse. I 
need not further explore this proposition as it is a matter of record as 
the result of hearings before this subcommittee several years ago. 

Under the proposed legislation, the total acreage limits are not 
increased. However, the interest holder has the right to elect to hold 
the total acreage either directly in his own name, or by option, but 
any holding he has, or claims, must be made a matter of public record, 
available for all to inspect. 

Perhaps I should depart from my printed statement there and make 
an explanation. That is not completely right. The leaseholding 
acreage now, the 46,080 acres with the 200,000 under option, under 
the new law we would be able to hold the entire 246,000 directly or 
hold 46,000 with not to exceed 200,000 under option. I will come 
back to that point. when I finish my paper, an explanation of why. 

The second problem arises from the lack of a realistic penalty pro- 
vision in the existing law. As the law now stands, the only penalty 
for a violation of the chargeability provisions apart from the general 
perjury penalties, is the possible loss of the leases held in excess of 
that allowed, Under the proposed legislation, the court would have 
the right to cancel the proven violator’s excess interests and deny him 
the right, for such period of time as the court sees fit to impose, to 
acquire further interests under the Leasing Act. 

I have a statement in my statement that I have handed to the com- 
mittee in regard to a word that has since been changed, the word 
“hold” to “acquire.” 

Senator Gruenine. That has been changed ? 

Mr. Gatiivan. That has been changed. 

You will note that the proposed penalty is economic rather than 
penal, and I believe that this will be more effective. A corporation 
cannot be jailed and, in many instances a fine might be well worth the 
risk involved. Only the most deliberate and willful violator would 
risk the loss of his privilege to do business under the act. 

The third and last problem, and the one causing the most trouble 
and confusion at this time, is the question of protecting the rights of 
the party who acquired his interest. in good faith where a predecessor 
or successor, in title, has become involved in a violation of the law or 
regulations. . 

n February of this year, Senator O'Mahoney propounded several 
questions to the Department. The reply, dated April 29, 1959, to two 
of those questions highlights the title problems now facing the indus- 
try. The questions and answers are as follows: 

Question No. 5: When A purchases an option or assignment from B, what steps 
must A take to insure that B is qualified as to this holding under the law to 


prevent the Department from canceling the interest of A in the event B is proven 
to have taken the lease in violation of the holding provisions? 
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The Department answered : 


Answer. Assuming in answer to question No. 5 that no fraud is involved, 
A may check up on the acreage holdings of B. While the acreage control 
ecards which are maintained by the various land offices are not public records, 
they would be available for inspection by anyone showing direct interest in 
the subject matter. Therefore, it would appear to be quite easy for a pro- 
posed assignee or optionee, upon a showing of interest, to examine those cards 
and to make his own determination as to whether the assignor or optionor 
held excess acreage.’ However, if B has fraudulently or secretly acquired ex- 
cess acreage, then A might even, with the exercise of every reasonable pre- 
caution, acquire excess acreage which B held illegally. Whether A in those 
circumstances might then lose that acreage, if and when the fraud was dis- 
covered, might depend upon whether his defense of bona fide purchaser for 
value would be sufficient in law to protect him. 

This question is arranged that way as I set out here. That is 
question 6 the way the Senator asked. 

Question No. 6: How can A, as a bona fide third party option purchaser, pro- 
tect himself of record against the possibility that the lease upon which he 
has an option may be canceled because of the fraud of the record lessee? 


The Department answered : 


Answer. Whether A could protect himself by the good-faith purchaser de- 
fense, even if proved, is a question we have not, as yet, decided. Such a ques- 
tion appears to be involved in the Walter F. Davis cases, contest Nos. 1695 
and 4946, filed in the land offices in Billings, Mont., and Cheyenne, Wyo., re- 
spectively. When a final decision is reached in those cases, that question will 
be resolved. 

As to the Department’s answer to the first question set out above, 
the acreage control cards are a very recent innovation of the Depart- 
ment and, as noted by the answer itself, they do not reveal the very 
type of holding being challenged by the Department. If the Depart- 
ment, having control of acquisition of the lease, and all lease records, 
itself has difficulty in determining whether or not there is a fraudu- 
lent or secret holding, then how can a bona fide third party seller 
or purchaser possibly ascertain whether or not the party he is deal- 
ing with is operating within the law ? 

e situation is such that there is no possible way by which the 
purchaser can ascertain from records available, whether or not the 
seller is in violation of the holdings provisions of the law. As a 
matter of fact, the very basis of the protests now before the depart- 
ment is the concealment of the violation. Even now, the protests 
in both cases are not a matter of public record on leases involved in 
the protests. Insofar as the serial record pages on each lease reveal, 
there are no proceedings or encumbrances against the lease. The 
case files themselves contain no notice of the protest and the only way 
an examiner can ascertain that title is being challenged is by the fact 
that the case file has been checked out to the regional solicitor. 

The answer to the second question set out above goes to the very 
heart of the industry’s title dilemma. The very fact that the De- 
partment is uncertain as to whether or not it will recognize the good- 
faith purchaser casts a serious title cloud on almost every lease now 
held under the Mineral Leasing Act. 

The proposed legislation is designed to protect the innocent pur- 
chaser by insuring that his interest will not be canceled, and that his 
rights, if held to be valid, will not be lost while his lease is under 
attack. At the same time, if there is adequate grounds to believe that 
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any party to a lease is guilty of fraud, the Department can still move 
against that party in the courts and at the same time penalize the in- 
fraction to effectively protect the interests of the United States. 

I cannot overemphasize to this committee the pressing necessity for 
the enactment of this corrective legislation, for if salatal legislation 
is not adopted, the uncertainty existing as to Federal oil and gas titles, 
for obvious economic reasons, cannot help but bring the development 
on the public domain to almost a complete halt. 

As to that acreage chargeability provision, I discussed that with 
Senator O’Mahoney prior to his illness. The Senator believed that 
the total chargeability is 246,000 which is, in effect, what we have 
now—we have 46,000 acres under direct chargeability and 200,000 
under option—while these options are 3-year nonrenewable options, 
in practice in the industry new options are quite generally negotiated 
at the end of the 3-year term. 

We discussed the possibility of completely eliminating—and frankly 
advocated—the option provision. 

The Senator wanted them to be retained in there. He had been 
asked by several parties to have them retained in the law because they 
are internal within the industry—the reason for the use of the option, 
for a period of time to conceal from the general public your interest 
in the area until you have had some time to block it out to prevent 
speculators from running you out of the market—and a number of 
other reasons. He was positive to me that he wanted that portion 
retained in the law. 

Before I close I would like to correct one other point, that sitting in 
the audience and listening, I think there has been a misapprehension 
on what the rentals are under the Leasing Act. They are not 8 cents 
an acre. They are 50 cents for the first year and 25 cents for the 
fourth and fifth and 25 cents for each succeeding year, reaching ap- 
proximately 35 cents an acre during the 10-year leasehold period. 

The State of Wyoming for a number of years continued to rent 
lands at 25 cents an acre and seemed to be satisfied with it. 

I will be glad to come back in the morning and answer any questions 
you might have. 

Senator Gruenine. In view of the fact we will be called upon to go 
over and vote probably several times, I suggest we hear the other 
witnesses and Mr. Gallivan tomorrow morning. We will be glad to 
put them on first thing at 10 o’clock. 

(Whereupon, at 3:55 p.m., Tuesday, July 14, 1959, the committee 
recessed to reconvene at 10 a.m., Wednesday, July 15, 1959.) 
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WEDNESDAY, JULY 15, 1959 


U.S. Senate, 
SUBCOMMITTEE ON Pustic LANps oF THE 
Committee on INTERIOR AND INSULAR AFFAIRS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 3110, 
Senate Office Building, Senator Clinton P.’ Anderson (acting chair- — 
man of the subcommittee) presiding. 

Present : Senators Anderson, Moss, Allott, and Gruening. 

Present also: Stewart French, chief counsel; and Jerry O’Cal- 
laghan, legislative assistant to Senator O’Mahoney. 

enator ANpEersoN. The committee will come to order. 

We are always very happy to have Members of the House come 
over and testify for us. Congressman Keith Thomson of Wyoming 
is present this morning. He is a sponsor in the House of a companion 
bill to S, 2181. 

We will be glad to have testimony from Congressman Thomson. 


STATEMENT OF HON. KEITH THOMSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WYOMING 


Representative THomson. Mr. Chairman and members of the com- 
mittee, I wish to particularly thank you for scheduling the hearings 
on S, 2181 to amend the Mineral Leasing Act of 1920. 

A companion bill, H.R. 7787, has been introduced in the House by 
myself. I think it is of utmost importance that we take action in this 
session of Congress, as will subsequently appear in my statement, and 
I do appreciate the action of the committee in scheduling these hear- 
ings so that such objective may be achieved. 

know that these hearings encompass several other bills. Al- 


though I am familiar with them and would be pleased to offer any 
comments that might be requested, in the interest of conserving time 
of the committee, this statement will be directed only to those bills 
insofar as their provisions may be included in S. 2181. 

The stated parent of the Mineral Leasing Act is an act to promote 


the mining of coal, phosphate, oil, oil shale, gas and sodium on the 
public domain. Unless this or similar legislation is enacted, it is 
quite possible that the language of the act and the actions of the De- 
partment under the act may operate in exactly the opposite direction 
as far as oil and gas are concerned, until it mes an act to stop 
the production of oil and gas on the public domain. 

ow does this problem arise? 
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The Department of the Interior has recently, in three proceedings, 
undertaken to cancel oil and gas leases by administrative action, on 
the grounds that someone in the chain of title held more acreage 
than that allowed by law. Two of these proceedings were instituted 
in Wyoming and one in Montana. 

As I understand the position of the Department, it contends that 
if there is a violation of the acreage limitation, the lease may be 
canceled in the hands of a subsequent holder, regardless of the 
number of times it might have been assigned and irrespective of 
the fact that the present holder has never been in violation of the 
acreage limitations or a y to a violation in any manner, and is 
in all other respects qualified to hold the lease. 

To accomplish the senrenentty expressed objective of Congress of 
providing for development of this natural resource requires the ex- 
penditure of substantial sums of money for exploration, drilling, 
and development. No one can be expected to expend these funds 
unless they are protected from confiscation through no fault of their 
own. Every member of this committee, whether a lawyer or not, 
knowns that no one would think of making such an investment un- 
less they had reasonable assurances that they were obtaining a 
clear title. 

You would not think of building your house on a lot that might 
eventually, through no fault of your own, revert back to the Govern- 
ment. The amounts involved in an oil and gas development are far 
greater. As a practical matter, just as when you are ready to build 
on your lot or when you acquire the lot, you seek a title opinion of 
a lawyer; before a lease is acquired or developed, a title opinion 
is required. : 

With the position taken by the Department, there is no way of 
determining whether or not the title is good, so as to justify the 
reasonable expenditure of funds for purchase or development. 

I am reminded of a situation which developed when I first started 
to practice law. My client had sold a piece of property under a 
contract for a deed. The purchaser had a change of heart and de- 
cided he did not want the property at the purchase price. We deliv- 
ered an abstract of title to him. 

His lawyer examined that abstract and, in an effort to assist his 
client in breaking the contract, rejected the title as not being mer- 
chantable unless we showed that the marital status of each person 
in the chain of title was, in fact, as it was represented; that each 
person in the chain of title was, in fact, competent and of | age 
at the time of making a conveyance; and that there was, in fact, no 
other legal impediment to the conveyance to any party at the time 
at which he made the conveyance. 

With these numerous conveyances having taken place over a period 
of more than 100 years, it was, of course, impossible to satisfy these 
conditions. It was necessary to bring an action of specific per- 
soenenee before we finally prevailed upon them to go through with 
the deal. 

These requirements were, of course, ridiculous, but hardly more so 
than to require a determination that each person in the chain of 
title on an oil and gas lease was qualified to hold the lease. In many 
instances, the persons appearing in the chain of title may be numer- 
ous and far removed from the scene of the examination. 
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Their disqualification may come from a stock interest or something 
else which would be virtually impossible to ascertain. As a result 
of this ‘action, in some cases of which I am advised, transfer of leases 
and actual development programs have already been stopped because 
the examining attorney has indicated that he would have to make an 
exception to the title and State that in his opinion it was a good title 
only if, in fact, each and every person, association or corporation in 
the chain of title was within the acreage limitation. 

This has a snowballing effect. We can reasonably expect that it 
will become almost universal practice among lawyers to make such 
exceptions. Since this was prepared, I have talked to some of the 
lawyers who will testify, and they tell me that it has become a thing 
that is of much concern to lawyers, in their opinion. I am also so 
advised, and I had a little experience with this, but perhaps not a great 
deal, in Cheyenne, where one of the active regional land offices is 
located. 

Today, if you look at a file, you cannot tell from the card index 
itself that even some of these cases have been filed, but are actually 
under contest. All that shows is that the file has been removed by 
the regional solicitor. If you have not read the newspapers and 
have no personal knowledge, a stranger from out of State might very 
well pass that or think it was all right. 

I did have some substantial experience in representing banks and 
lenders in going to them for loans in the short time I was in practice 
there. We all kag that they are naturally more cautious than pur- 
chasers. The effect on financing oil and gas expansion oni be 
disastrous. 

I personally believe that the Secretary does not have the authority 
under the present act to cancel or forfeit a lease under these circum- 
stances by administrative proceedings. I think that under section 
188 he has to go through court action. But be that as it may, we are 
faced with a problem, and I don’t blame the Department for bringing 
this to a head. 

I further believe that a court would refuse to cancel the lease, or at 
least the interest in the lease of an innocent person, but it would 
take years to finally litigate these questions. . In at least one instance, 
an action has been commenced by one of the parties to enjoin the Sec- 
retary from proceeding to cancel by administrative action. Even if 
an injunction is issued, though, as I think it will be, the Department 
could then proceed to bring an action in court to cancel the lease, and 
it would be necessary to fully litigate that question. In the mean- 
time, we are bringing to a halt all development on the public lands. 

In the meantime, the impact upon the economy of the area involved, 
the loss of employment, the loss to the Nation as a whole, and the dis- 
ruption of the development of the public lands and the country’s 
natural resources, contrary to the policy of the Congress, would be 
more than just significant. 

I think that Wyoming is a fairly typical public land State. Over 
70 percent of the minerals are in the control of the Federal Govern- 
ment directly. This affects a much greater acreage. Development 
often requires a large bloc of acreage. Development even on the pri- 
vate lands within that bloc would be stopped if this cloud remains on 
the title to the Federal lands. 
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All of the public land States are affected by this, but there could 
be particular harm to California, Colorado, Montana, New Mexico, 
a Utah, in addition to Wyoming. It could have a substantial effect 
upon the revenues accuring to the reclamation fund. It is important 
that something be done to correct the situation in this session of 
Congress, The solution is not particularly difficult. 

We are not interested in protecting the guilty person. I think 
all of us will agree that the violator should be punished and de- 
nied any benefits from his wrongful act. The legislation proposed, 
S. 2181, provides adequately for this. As a matter of fact, it goes 
further than the present law. 

It specifically provides that the Secretary may cancel the interest 
of the wrongdoer in administrative proceedings, thereby clearing up 
this question of authority. It goes even further by providing that 
if fraud has been committed, the Secretary may, through a court pro- 
ceeding, invoke an additional penalty of having the violator de- 
clared to be ineligible, either permanently or for a lesser period, to 
acquire any lease or other interest in land under the provisions of 
the Mineral Leasing Act. 

I believe that everyone would agree that this is a stronger law, as 
far as punishing violations is concerned, than the present law. 

The next question to be disposed of is how do we protect the in- 
nocent and assure the continued development of this natural 
resource ¢ 

It seems that most people who are in any phase of oil and gas 
activity and are familiar with the problems agree that there is no 
good purpose for the distinction made in the act between limitation 
on acreage held by lease and limitation on acreage held by option. 


They further seem to agree that the virtual requiring of people 
to proceed with the use of options is largely responsible for the 
present problems. §S. 2181 would, therefore, propose to remove this 
distinction and allow a person to hold a total of 246,080 acres in any 
one State, —— the State of Alaska, by lease, option, or otherwise, 


rather than to limit the holding to 46,080 acres by lease and 200,000 
acres by option. 

This is probably the proper time to point out that as far as Alaska 
is concerned, I appreciate the special problems that they have be- 
cause it is a new area which is being developed, because of the size 
of the State, because of the cost of exploration and drilling and for 
other reasons, and believe that a larger acreage is indicated. 

I know that the committee is consideri “that, and whatever pro- 
vision is made should be written into this legislation by amendment 
so as to conform therewith, uless the Alaska provision is placed in 
a separate paragraph of the act. 

For purposes of clarity, it seemed best to propose these changes 
by rewriting the affected sections, rather than to amend by refer- 
ence to specific sentences, et cetera. This has been discussed with 
the Representative from Alaska, Mr. Rivers, and I would like to 
comment upon the record that he has shown an unusual understand- 
ing and interest in the problems of the oil and gas development on 
the erat domain, and I have much appreciated his advice and 
counsel. 
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In the House, he has introduced legislation similar to S. 2181. I 
know, of course, of the commanding interest and leadership that the 
Senator from Alaska, a member of this committee, has taken, with 
respect to the problem. 

enator GRUENING. Thank you very much. 

Representative THomson. There is no objection that I know of to 
eliminating this distinction between options and leases. §S. 2181 does 
provide, however, that in the case of an option, the acreage shall be 
chargeable to both the optionor and the optionee, and does require 
filing of notice of options with the local land office, as well as with the 
Secretary which is provided in present law. This, I think, is good and 
would more readily expose anyone trying to violate the acreage limi- 
tations. 

At this point, I would like to comment, Mr. Chairman, that I know 
there have been some misunderstandings of the provisions of this bill 
as published in the trade papers. I happened to have one called to - 
my attention in which they reported that this bill would provide that 
a person could have 246,080 acres of leased land in addition to his 
200,000 acres of option land now permitted under the law. 

Of course, it does not do that at all. No one gets any more acreage 
under this. It merely removes the distinction between holding it by 
lease and holding it by option. This holding by option has created a 
lot of problems. 

Take, for example, one problem I think, which has been pointed out 
to the committee, that you have to have a determination as to whether 
the man who is taking the lease or who is having the lease taken is 
acting as an independent agent, an independent contractor or agent. 
If I come to him and ask, “Would you take out this lease?” is he acting 
as my agent or an independent contractor ? 

If he is an independent agent, he would get the 246,000 acres, and 
if he is an independent contractor, he doesn’t. 

In addition to that, when you have the distinction between options 
and acreage, it creates another problem. I may take a look and go to 
the trouble and task of going through the file to find out what a man’s 
holdings are. As a matter of fact, he has an option that has not been 
recorded at all in the local land office, and it has not even been filed 
yet, or notice has not been given of it to the Secretary as required 
under the present act. So the records show him to be clear. 

But when 4 or 5 years later have passed, I find out that he has had 
an option and suddenly the lease which I acquired is wiped out. 

I would like to clarify that, that there is no increase in the overall 
acreage that a person may hold, and that furthermore there is no 
change in the limitation that I can only hold 2,560 acres in any one 
lease. In other words, you cannot come in and gobble up a whole 
area. 

In a particular single lease or within a known structure, you can 
only hold 2,560 acres under the terms of the present law. 

It is believed that this will, to a large measure, take care of the 
problem as far as the leases issued in the future are concerned. By 
that I mean the question of the option and the lease. 

There still remains, though, the question of protecting the innocent 
and preventing development being retarded or stopped as far as pres- 
ently outstanding leases are concerned. 
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When a lease is initially issued, as you know, an application is filed, 
and after examination the application is sgaanned. and the lease is 
issued. Each time that the lease or any part thereof is assigned, the 
assignment must be presented to the Department and approved. Un- 
der these circumstances, a good argument could be made that a person 
should be allowed to rely upon the lease so issued and that once the 
Department had approved the transfer, they should not be per- 
mitted to question it except for the wrongful act of the transferee. 
The proposed legislation does not go that far, however. It is pro- 
seal in S. 2181 that the cancellation or forfeiture in administrative 
proceedings or court action shall not apply so as to affect adversely 
any lease or interest in a lease acquired in good faith by a.qualified 


rson. 
te have heard some concern expressed about the test of good faith. 
I have given due consideration to this, and do not think the objection 
is well considered. The objection stems from a legal argument over 
the definition of good faith. Of course, this would apply to any other 
term used. I doubt if any two lawyers would give you the same defi- 
nition of the word “reasonable,” yet we repeatedly use it in legislation 
and it works very well. 

The same may be said of good faith. There have beeu sufficient 
legal determinations with respect to the meaning of this term that 
courts may prepare instructions to juries and can use it in their own 
guidance. 

Senator Attotr. May I interrupt you at this point ? 

Representative THomson. Yes. 

Senator Axtorr. In the law there is a well accepted definition of 
the terms “bona fide purchaser” and “good faith.” When you use 
the term “good faith” here, you use it in exactly the same sense that 
we use it in law, as a bona fide purchaser for good faith. 

Representative THomson. That is right. As a matter of fact, I 
have gone through words and phrases to make certain of that, and 
this does take the person who had notice, and who is acting in good 
faith, the person where the circumstances were such as to put them 
on notice could not be acting in good faith, and so on down the line. 
They can’t in any way be a party to the fraud or the misleading or 
violation, if they are going to qualify as good faith purchasers. I 
very carefully went Scoeah words and phrases and analyzed it to see 
if that was the proper term. 

Senator Anperson. Maybe if the meaning of good faith has been 
crystallized you wouldn’t mind putting it into the record. I was on 
the floor of the House many years ago and used the term “reasonable 
doubt.” I was really thrown to the wolves. All the lawyers got up 
and told me what reasonable doubt was. I know what a reasonable 
doubt is in my mind, but if it is crystallized to what I thought reason- 
able doubt was, something quite different, maybe we ought to know 
what it is. 

Representative THomson. Senator, I ought to make myself clear. 
I say it is sufficiently defined to be used by judges and juries in carry- 
ing out the intent of Congress. 

enator ANpERsON. Can you give us what the definition would be? 
Representative THomson. I can give you one of them. They vary. 
Senator Anperson. That is the trouble. 
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Representative Tomson. But the basic principles, I believe, are 
still in there, that you can’t have notice, you can’t be a party to the 
violation or can’t have notice or you must exercise that care which 
a reasonably prudent man will exercise, and then you can’t define 
reasonably prudent. 

Senator Anverson. It is like Josh Billings used to say, “The doubt- 
ful things are uncertain.” 

Representative THomson. That is correct. I remember Dean 
Arnold, in law school. The first course I took was personal property, 
in trying to define a finder. It took us about 3 months, the first 
quarter, to get through that little exercise in legal definition. 

It is confusing, but it is about the best way we have worked out. 

I go on to mention in my statement is that no two lawyers will 
agree upon the term “reasonable.” Yet we have to express our laws 
with some words, and that has come to have some well-defined legal 
connotations so when we do use the word “reasonable” we know that . 
we are qualifying the law in such a manner that it will protect the 
innocent. That is what the term “good faith” does. It has enough 
meaning that we know we are in the general pasture that we want 
to be in, and a court can take the term and prepare an instruction to 
the jury in such a way that jurors understand it and can reach a 
decision that accomplishes the overall result that we want to provide 
for, which is, No. 1, to develop the public lands and not to have a 
situation arise which would stop that development to the detriment 
of the Federal Government and the States, and the area particularly 
involved ; and, No. 2, it is going to contribute to punishing the person 
who is a violator or who is a party to the violation; and, No. 3, it 
will protect the innocent. 

If there is a better word, I would be the first one to subscribe to it. 
But after giving some research to it, I can’t come up with a better 
word, and we have to express it in words. That is about the situation 
I get into on it, when I approach it. 

As I go on and mention, I doubt if any two lawyers would give 
you the same definition of the word “reasonable.” Yet we repeatedly 
use it in legislation, and it works very well. The same may be said 
with “good faith.” 

The important thing is that it gives to the court and to the jury 
a criterion. What we are concerned with is protecting the rights 
of the innocent person and providing for the continued development 
of the natural resources on the sdblio lands: 

Since this legislation was introduced, it has been suggested to me 
by some that it might have the effect of changing existing law so 
as to remove the requirement that as to any producing oil and gas 
lease, cancellation or forfeiture can only be through court proceedings. 
This is not the intention. Amendments have been prepared to clari 
this, which I shal leave with the committee. 

ee ANDERSON. You say it is not the intention, but is it the 
eifect ¢ 

Representative THomson. Well, there was some suggestion what 
the effect of this might be, because over in section 188 it provides that 
as to a producing oil and gas lease, the only way that can be can- 
celed is in a court action. 
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Senator AnpErson. Wouldn’t you say that was the effect, then? 
Why would you say it is not the intention. It is the effect, isn’t it? 

There is a great difficulty in not being a lawyer, I admit. But 
when you read some language which says the only way they can cancel 
a lease is by court action, then I would like to have somebody explain 
why that doesn’t require a cancellation of the lease only by court 
action. 

Representative THomson. But we do not want anything in this bill 
which would suggest that we are trying to change that part of the law 
which appears in another section. 

Senator AnpEerson. Regardless of whether you want it or not, if 
you say the only way you can cancel a lease is by a court action, isn’t 
that the effect of the language ? 

Representative THomson. That is what we want to do. The pur- 
pose of this is to make it clear that in the case of a producing oil and 

as lease. where it is actually under production, a man is entitled to 
his day in court in our traditional American system, rather than to 
proceed in an administrative manner. 

You see, that is an amendment to section 27 that is in the present 
bill. This provision that we were discussing is in section 188 United 
States Code. 

Senator Atuorr. You have raised this question, Mr. Thomson. 

I might say, Mr. Chairman, I have known Mr. Thomson for a long 
time, and I am very happy to have him here. He is not only a fine 
Member of the House, but he is a very fine and reputable lawyer with 
very wide reputation as a capable lawyer. 

Have you the bill in front of you? 

Representative THomson. Yes. 

Senator Attorr. On page 10 of the committee print, on lme 20, 
which is the new matter inserted by the committee, it says, “Acquired 
by descent, will, judgment, or decree.” 

There are other forms of involuntary conveyance. 

I wonder if the words here leave a loophole in this respect ? 

Representative THomson. All that I can say, Senator, with regard 
to that, is that that is really taken out of the context of the present 
section 27. I would agree with you that there might be other ways in 
which a person could acquire, but so far this has not created any prob- 
lem which we thought would require any change. In other words, 
there has been no Du Pont case or something like that that came up 
which demanded it. Of course, that would be my judgment, and 
would be covered. 

But I agree with you, that there could be other ways where you 
would have it by operation of law rather than acreage coming into a 
person’s holdings. 

Senator Atxorr. I did not.intend to go into that, but as long as you 
raised the question I thought I would bring that out. 

Representative THomson. That is in the promt act and has been 
placed into this in a little different spot in drafting. 

Further examination of the bill has indicated that in some cases, 
the word “person” only was used, whereas throughout the act we have 
commonly used the bermuipclogy “person, association, or corporation.” 
The other amendments that I shall leave with the committee are de- 
signed to correct this. 
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S. 2181 would further change existing law by making the term of 
an oil and gas lease 10 years, and so long thereafter as oil and gas is 
produced in paying quantities. This amendment is not related to 
the problem which I have outlined above. Its purpose is to remove 
administrative burden and cut costs of administration. Present law 
provides for a 5-year lease with a preferential right of renewal for 
an additional 5-year term. This involves additional paperwork, ad- 
ministrative burdens, and cost to the Government. 

At that point I would like to say that having had an opportunity 
to look at the departmental report, some questions are raided in there 
as to whether there is an issue in the minds of some people at least 
that you are going to extend the term and have the 10-year term, plus 
2, if you are in actual drilling operations at the time of the expira- 
tion, and at the same time if there should be adjustment made in the 
minimum rentals. As I indicated here, as far as I am concerned, in 
the bill that I introduced, I put this in here because I thought it had . 
some merit and would save some money. But if it is a question of 
this getting us into an argument which would keep us from takin 
immediate action upon this emergency situation, and I am convince 
it is an emergency situation, that would halt development on the public 
domain, perhaps they should go forward separately and on their merits 
and this legislation be confined to the amendments suggested to section 
97 of the act which appears on pages 5 and following of the bill which 
Iam speaking to. 

Mr. Chairman, I believe that this legislation is much needed and 
that it fairly meets the problem. I sincerely hope that the committee 
will see fit to favorably act upon it. I want you to know that I so 
highly regard its importance that I will make myself available at any 
time that the committee or the committee staff might wish in order to 
be helpful in working out any details to correct this situation, which 
poses a real threat as far as continued oil and gas activity on public 
lands is concerned. 

I again thank you for your courtesy and consideration. 

As I mentioned, I would be very happy to be of any help with regard 
to questions, or if there are any thoughts on these other bills, and on 
most of them I have testified about before the House committee. 

Senator Anprrson. Senator Gruening, have you any questions? 

Senator Grurentne. Yes, I have. 

Representative Thomson, I very much appreciate your evidence of 
interest in Alaska’s problems and your awareness of them. Do you 
believe this bill would be a good place in which to place the enlarged 
acreage for Alaska? 

Representative THomson. Yes. I mentioned, Senator, that when it 
comes to these amendments to section 27, I think very properly Senator 
O’Mahoney, and he certainly should have the credit der drafting this, 
because it was his work and the work of your people working with 
him that produced this in the manner in which it 1s presented, that 
they went to rewriting that section, and I know that was necessary 
because I took a shot at it first, referring to section so-and-so. We 
‘turned up with the 16th sentence of section 27 of the Mineral Leasing 
Act, and somebody who wasn’t familiar with the 1958 Mineral Leasing 
Act, said, “I couldn’t find a 16th sentence.” So I think it is about 
time to rewrite it. 
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If you are going to do that, you either have to put the Alaskan 
provision in here or put it in separately. In writing the bill I com- 
pony exempted Alaska in the bill as introduced here, and also in the 

ouse. Itcompletely exempts Alaska. The thought that I had, and 
I discussed it with your very able Representative, Mr. Rivers, was to 

ut it that way. Your bill on the House side was out ahead and had 

n considered. If they agree there upon a million acres, as it was 

introduced, or 600,000 some were talking about, or whatever figure you 
agree upon, we can write it in here or put it in a separate section. 

Senator ANpEerson. Why not make it 10 million acres? 

Representative THomson. Senator, I think a man has to be reason- 
able. I talked to Mr. Rivers about this, and some of the problems 
they have is that the area of the State up there is about five or six times 
the size of many of our public land States, other public land States. 

Senator ANperson. We do not legislate that way. We do not have 
one set of laws for Texas and then a cut-down version for California, 
and then go to Montana and the various other States and trim them 
down, do we? 

Representative THomson. Sometimes I think we do, Senator. For 
example, these Texans take pretty good care of themselves, and on the 
offshore lands they got the royalties back, and we are giving ours to 
the Government. 

Senator ANperson. Well, I did my best to stop that. 

; Representative THomson. I know you did, and I congratulate you 
or it. 

Senator Anprerson. I put an amendment in that would have given 
us the same sort of treatment as to what was underneath our soil as 
they would get for what was 100 miles away from our soil. But there 
was no great enthusiasm for it. 

Representative Tomson. I observed that from a distance. 

But I do think this acreage limitation is a tough one. I know of 
the Senator’s concern, and I share it, to see that the independent and 
the individual is protected in his rights under the American system, 
that opportunities are open to him that no one locks up this resource. 

I question, sometimes, as to whether the acreage limitation is the 
way that we assure that. 

nator Anperson. That was exactly my point. If you are going 
to give a million acres, why apply any Lieut, toitatall? Or else give 
him 100 million acres, or something of that nature. Neither is effec- 
tive. There is no point in pretending that it is. 

Representative ean There are a number of other points, such 
as the limitation of acres that he can hold on a structure, which tend 
to cut down or refine this overall limitation, and we may serve a use- 
ful purpose. 

At the present time, I am not prepared to say that we should do 
away entirely with the acreage limitation restrictions. 

Senator Anperson. Why should we exempt Alaska? Why should 
we not deal with it in this bill? We have patched this roof time after 
time after time. I think if we are going to deal with Alaska, we 
might as well deal with Alaska. 

presentative THomson. I with you, Senator. But the point 
I was wane is that what might be a reasonable limitation in Wyo- 
ming, that I happen to represent, and which would be yet an adequate 
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acreage for people to come in and spend their money and efforts 
to go ahead, would not be adequate up in Alaska. 

Wyoming happened to have been the first of the public land States, 
I believe, that had a discovery. So we have had a development take 
place there that Alaska is just hoping for. 

Senator Anverson. I don’t argue that. I say if you are going to 
do it, why don’t you do it? There was a time when leases had a 
little tiny royalty and everybody was happy, because they said, “We 
have to push them.” Later on we modified them. We didn’t say 
that a certain lease should be effective in Wyoming and something 
else effective in another State. We tried to havea public land policy. 

The acreage limitations might have to be larger in Alaska, but 
there is no reason why you shouldn’t deal with it. 

Representative THomson. I didn’t make myself clear. On the 
House side, when I introduced this bill, the committee had Con- 
gressman Rivers’ bill before it, and they were discussing this very . 
question. I didn’t want to be placed in the position of prejudging and 
superimposing my judgment for that of the committee. So 1 went to 
the committee members, the chairman of the committee, and Con- 
gressman Rivers in particular, and said, “Look, I am not going to 
try todo that. Whatever you people come up with as being fair for 
Alaska, since I have to rewrite the whole suggestion, I suggest that 
you add it on to the amendment, for except where Alaska shall be so 
much, or since it is a new State it might be better to have a new 
section, section 27—A, which will say in the case of Alaska it shall 
be so much.” 

We are operating, as far as Alaska is concerned, with a little less 
history and experience than we have on others. Some day we will 
have to rewrite this Mineral Leasing Act just to cut down on the 
number of paragraphs. 

You have to write a book if you want to amend one section of the 
thing, the way it has grown since 1920. 

Senator Anperson. There was a suggestion made some time ago to 
the Interior Committee that we spend some time and rewrite the Min- 
eral Leasing Act. That seems to be a difficult thing. Somebody will 
be afraid that you will take away a little provision in which they 
have found a loophole. 

Representative THomson. I appreciate that. 

Senator Anperson. I think it should have been rewritten a lon 
time ago. They have been steadfastly moving toward that goal. 
don’t expect to see it achieved in this generation, but some day, per- 
haps, after all the oil is gone, they will be glad to rewrite it. 

Benetoe Gruenine. May I ask a few questions of Congressman 
Thomson, Mr. Chairman ? 

Senator Anperson. Yes, sir. 

Senator Gruenrnc. What is the status of your companion bill 
overthere? Have you had hearings on it? 

Representative ‘THomson. We had hearings yesterday morning, 
Senator. 

Senator Grugentnea. It has not been acted upon? 

Representative THomson. My bill and also the one introduced by 
Mr. Rivers, had hearings. 

Senator GruEnine. Rigi you a reasonable expectation of your bill 
passing the House? 
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Representative Tuomson. That, of course, is purely an impression. 
But I am under the opinion that the committee—many of them are 
westerners, just as on this committee—recognized the importance of 
it and the emergency nature of the condition, and I thought I detected 
a definite disposition to move it forward. 

Senator Gruenine. Did you find any serious objections to it being 
raised ? 

Representative THomson. No, I did not. There was some question 
raised along the line of what, for example, Senator Anderson’s use 
of this word “good faith,” and there was some suggestion made that 
we should say that if a contest was pending, that that would be such 
notice that there could be no acquisition in good faith. 

But they were minor things like that. There were no serious 
objections that I noticed on the part of anyone. 

Senator Gruentne. Has the Department of the Interior made a 
report on the bill? ; 

epresentative THomson. Yes, they have. 

Senator Gruenine. Was it favorable? 

Representative Tuomson. It was generally favorable, with amend- 
ments, particularly as to section 27, amendments beginning on page 5. 

I certainly did not realize, and I think from my conversations 
with Senator O’Mahoney and his staff, I don’t think he appreciated 
we would get into the other problems with regard to provisions with 
regard to section 17, and so on. 

ut the Department does raise some questions in the report on the 
House bill with regard to increasing the term unless there is a provi- 
sion made for increasing the minimum rentals and some other ques- 
tions with regard to that. 

Senator Anperson. What do you think of that? 

Representative THomson. My thought is this, Senator: That that 
does not present an emergency situation. I think'this other does. It 
is most important to your State and the State I represent, the other 
areas, particularly, and the country as a whole. Those things, and I 
believe that seemed to be the disposition of the House committee, if 
that will require more deliberation, then we should divorce them 
from this. 

Senator Anperson. Do you think the 25 cents an acre is too high? 

Representative THomson. No, sir. 

Senator Anprrson. Do you think that 8 cents an acre is adequate ? 

Representative THomson. How much ? 

Senator Anperson. Eight cents. That is what they pay for the first 
3years. Iseea lot of headsshaking. Whatis the rental? 

Representative Tomson. With regard to that, it is 50 cents for the 
first 3 years. 

But my personal feeling, in what time I have had to give to this, is 
that it is adequate. I will tell you an experience of mine. My execu- 
tive officer, while I was in the service, was'a geologist of the Shell 
Oil Co. in east Texas. He took over as chief of exploration in the 
Tulsa office. I tried to interest him in Wyoming, but he jumped over 
into North Dakota. 

I gave him some trouble over it, and he said, “I will tell you why 
I am doing it. In Wyoming, because of the Federal lands involved, 
the Mineral Leasing Act has it that you have to go out and pay 50 cents 
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an acre for private land. I can go up into North Dakota and get it 
for 10 cents an acre, and sometimes less, and I will have townships 
and counties instead of sections.” 

It was good for the country that that happened that way, because 
he brought in the Williston Basin. But to me it was indicative that 
we weren’t too far out of line at that time, at least, about 1949, as far 
as just about the ram pasture—that is the term used in the oil indus- 
try—that that is unproven acreage which is ram pasture; and if it 
is on a known producing area or one that is known to be within a 
producing area, then you have to go to the competitive route and pay 
much more than the noncompetitive figure; you have to meet the 
best offer. 

But I recognize that reasonable people might differ on this, and 
it differs with circumstances. For example, I have a little piece of 
real estate out there that I think has pretty good possibility. I would 
want to lease for a dollar an acre. 

Senator Anprerson. So do I. Isn’t that funny? We think we 
should get that personally, but the Government should take 18 cents. 

Representative THomson. On the other hand, I have represented 
clients where the person who is interested in putting the block together 
would pay 50 cents for 18 cents, as the Senator puts it, for the Gov- 
ernment acreage, and they turned around and gave it to him for noth- 
ing, providing there would be a drilling arrangement, and so forth. 

o there just isn’t any pattern. It depends upon how good it is. 

This happens to be close to a producing area, as I mentioned, the 
land that I have. . 

But, basically, the thing that the Government is interested in, just 


as an intelligent lessor, a private lessor, is to get development if he can. 


We want to encourage development. I think we must never lose sight 
of it, that this Mineral Leasing Act has a stated purpose of to promote 
the development. 

The Government is not like an individual, wanting to get that last 
ound of flesh in the nature of the business deal. We have to take a 
onger range view of it and what it means in the way of developing 

the natural resources for our security, the welfare of the Nation, the 
economy of the area involved anyway. 

Senator Anpgrson. Of course, the Government gets the last pound 
of flesh for the reclamation, the highways, and schools. 

Representative THomson. I agree with the Senator. But what I 
was trying to say is that if you try to get your last pound of flesh at 
the point where you are making a deal, you may not make the deal 
and you may lose a much bigger carcass over on the side. 

I have the figures from the Mineral Leasing Act for the receipts 
that come from royalties. 

Senator Anperson. If you look at the premiums they are payin 
in southwestern Utah and in that area right now, you wouldn’t think 
that 18 cents an acre is extravagant. 

Representative THomson. Senator, I don’t make myself clear. I 
don’t say that you are wrong. I am not in a position to say that I 
have given sufficient ene to it to say that you are right or wrong. 
But my point is that that does not create, in my opinion, an emergenc 
situation that must be acted upon in this session of Congress by bot. 
of the branches of Congress and by the executive, which, to my mind, 
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which this throwing of titles of all public lands does, and we ought to 
divorce it. 

Senator Anperson. I am breaking in on the Senator from Alaska, 
but the only reason I bring this up is because you have heard of trying 
to make a bill veto proof. You get a tax bill and you put a rider on 
it because the President has to sign it in order to keep the excise taxes 
going. You will never raise the rental unless you do it in an emer- 
gency. I have been trying for 20 years to get it increased, and I have 
some ideas on it. 

Representative THomson. Surprisingly enough, Senator, the ex- 
pressions that I have had from the industry within m State, the 
State that I represent—I would have to check my file to be certain— 
have been 90 to 10 from the industry in favor of raising the rentals. 

My only concern is that when you raise that rental, what is the effect 
upon the fellow who is just beginning to operate as a lease broker or 
something like that ? 

Senator Anperson. When was that rental established ? 

Representative THomson. I believe that the rental was estab- 
lished—well, I can check it in the USCA, but I believe it was under 
the 1920 act, and then the forgiveness of the second and third year 
rental, which is actually where you get it from 50 cents down to your 
16 or 18, came about by a subsequent amendment. 

That is my reeollection. 

Mr. O’CatLacHan. The waiver of the second and third year rental is 
in the 1946 act. 

Senator Anprerson. So we had some development at 50 cents and 
then 25 cents an acre. Now we have reduced it down. 

If you look at the values of dollars, you will find that this is the 
cheapest rental that the Government has ever had on this sort of an 
arrangement. 

Knowing the problems of schools, knowing how difficult it is to get 
irrigation money and road money, and so forth, I wonder if this is not 
. ay good time to try to get some of it. I don’t believe it is a real 

urden. 

I know, individually, I have never dropped a lease because the rental 
at one place was 50 cents and the other place was $1. I have dropped 
it because it has been discovered to have no oil on it. 

Representative THomson. Senator, the point I was trying to make 
is that I was practicing law, as I mentioned, in Cheyenne, Wyo., which 
was in the southeast corner of the State. At that time, Laramie County 
was one of the.5 or 6 counties in the State that didn’t have any oil or 
gas production. I represented a fair portion of the rural peeple around 
there, the ranchers. Pure Oil Co. made a play in there, and a couple of 
other companies. I had more trouble with my ranchers, and I think I 
was giving them good advice then, my rancher clients, trying to get 
them to forget about a dollar a year lease rental or a $5 bonus, that that 
is not going to be too important, but if we could get some sort of com- 
mitment that they are going to drill in, if they were really interested 
in making some money, that is where they were going to make it. 

That argument applies much stronger to the Government than it does 
~ oe individual rancher. We are playing the whole base of public 

nds. 
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This $40 million a year that is going into the reclamation fund, that 
is coming from oil and gas royalties rather than from leased rentals. 
The leased rental takes care of the cost of administration and provides 
something. 

The proof of that, that it is coming from your lease royalties rather 
than from lease rentals, is that the State of Wyoming, as I mentioned, 
was the one that first had the discovery on the public domain, and we 
are contributing over $15 million of that $40 million, whereas in New 
Mexico, which is now a very promising area, they are up to $7 million. 
Colorado having a discovery a little later, is up to $6 million. Cali- 
fornia, where the declining started, is down to about $4.5 million. But 
it points out that it is these royalties that come to the Federal Govern- 
ment, the 1214 percent royalty, is where we really make our money, 
and it is again a reason for encouraging the development. 

I would not argue with you, though, that maybe—as I say, the ma- 
jority of the industry in the State that I represent believes the Senator . 
is right, that we should have an increase, but I felt some obligation to 
give a lot of thought to the opinions of the minorities, who did happen 
to be the smaller operator, who thought it would make an impossible 
burden upon their operations. 

Senator Grurenine. I have just one more question. 

Did the Department go along with the proviso in the bill to have 
a total of 246,080 acres with interchanges between option and lease, 
peer» a refer to on page 4 of your statement, in the third para- 

raph ¢ 
; Representative THomson (reading) : 

With many of the proposed changes— 

from their report: 


With many of the proposed changes in section 27 we are in full accord. We 
would not object to counting together acreage under the lease and acreage under 
the hon and establishing one figure of 246,080 acres for each State except 
Alaska. 

So they very definitely think that that was in the public interest. 

Senator Grugnine. Thank you very much. That is all I have. 

Senator Anperson. Senator Allott ? 

Senator Auxort. I have no questions. 

Senator Anperson. Senator Moss? 

Senator Moss. I have no questions, Mr. Chairman. 

Representative Tuomson. Thank you, Senator. If I can be helpful 
in working with your staff, or help in any way, please call upon me. 

Senator Anperson. Thank you. 

The next scheduled witness is Mr. Abbott, but we had two pews 
who waited all yesterday to testify. So at this time we will call upon 
Mr. Blackburn. 

Please state your name and for whom you are speaking. 


STATEMENT OF W. T. BLACKBURN, GENERAL PARTNER IN THE 
INDEPENDENT OIL PRODUCING FIRM OF VAUGHEY, VAUGHEY & 
BLACKBURN, DENVER, COLO. 


Mr. Buacksurn. My name is W. T. Blackburn, I am a general part- 
ner in the firm of Vaughey, Vaughey & Blackburn, independent oil 
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producers, with offices in Jackson, Miss., and Denver, Colo. I live in 
Denver, Colo. 

I have been an independent oil producer and connected with this 
firm for the past 22 years. During this time, our firm has been fairly 
active in leasing and developing public lands, although most of our 
. production is on fee land. 

I am presently serving on the executive committee of the Rocky 
Mountain Oil and Gas Association, and as chairman of the public 
lands committee of the Independent Petroleum Association of Amer- 
ica. As stated above, our firm is not particularly active in public 
lands and for this reason, I believe that I can be a little more objective 
in evaluating the present proposed legislation as an oil producer. We 
have never been anywhere near the Feseit of acreage holdings in any 
one State. 

I have discussed the subject bills with the members of the [PAA 
public lands committee, and I am presenting the opinions of that com- 
mittee. We are in favor of S. 2181, introduced by Senator O’Mahoney 
on June 15, 1959, for the following reasons: 

1, The change in the primary term of leases from 5 to 10 years, 
which is made in line 19, page 2, would obviously eliminate a great 
deal of paperwork now necessitated in the Department and would not 
make any significant change in the present term of oil and gas leases. 
The only change would be in the present policy of issuing leases for a 
5-year term on a known geological structure without the privilege of 
a 5-year renewal. It would seem that this provision would inure to 
the benefit of the Department and the industry in eliminating un- 
necessary detail work. 

2. The added language in lines 21 through 25 of page 2, providing 
for an automatic extension of a lease for a period of 2 years when 
drilling is in progress seems to us to be a justifiable provision. The 
present method of requiring that a well be completed upon the ex- 
piration date of a lease has caused quite a few hardship cases and in 
some instances, operators have been mnjunieply punished by losing 
a lease on lands where they were actually drilling at the time. 


3. Lines 4 ae 10 on page 7 are probably the most important 


part of this bill. This provision would probably result in the elimina- 
tion of options as they are presently used. Under the present law, an 
operator can hold title to 46,080 acres of oil and gas leases on public 
lands, and 200,000 acres on nonrenewable options, making a total of 
246,080 acres under the control of one operator in any one particular 
State except Hawaii and Alaska. This provision would dilow each 
operator to hold the same maximum number of acres, but he could 
actually own oil and gas leases covering the entire amount. 
Theoretically, the idea of having one acreage limitation for leases 
and a separate acreage limitation for certain nonrenewable 3-year 
options may be all right, but as a practical matter, it does not work 
e renewability or nonrenewability of options is a constant source 
of legal disagreement and in many instances results in a clouded title. 
It has béen pointed out that the present options method encourages, in 
some instances, devious methods of attempting to renew options 
which are supposed to be nonrenewable. Technical legal arguments 
are the result.. This bill would clean up the whole matter by simply 
allowing aclear-cut maximum. It would make reporting by the opera- 
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tors a good deal more simple and clear and would make checking by 
the Department considerably more simplified. This section of the 
bill also provides adequate authority for the Department to properly 
enforce acreage limitations. 

Westrongly support this essential feature of S. 2181. 

4. Commencing on line 15, page 8, certain provisions with respect to 
options are retained in the law. As stated above, the method of 
acreage limitation set out in this bill would practically eliminate the 
necessity of options. It seems to me that the retention of these pro- 
visions 1s harmless and the concept of being able to hold options over 
and above the maximum limits oF holding leases is eliminated because 
any options will be included in the maximum limit. 

5. Commencing on line 13 of page 9, extensive changes have been 
made in the language of the present bill. At the present time, a sit- 
uation exists where it is almost impossible to buy a public lands lease 
and be sure that you are obtaining a good title in view of the fact that . 
the Department has taken the attitude that if any link in this chain 
of title has held the land in violation of the present regulations, 

our land is subject to cancellation. While this may seem theoret- 
ically justifiable, it imposes a burden on the industry which is just 
about insurmountable. The effect of this change in the law would 
be to allow us to operate with more assurance of our titles, while pro- 
viding adequate authority to punish anyone who violates the wi ene 
tions, without the necessity of also punishing a bona fide purchaser 
who is not in violation of the regulations. It seems to me that this 
type of legislation is a necessity in the interest of obtaining adequate 
oil and gas development of the public lands. 

It seems to me that S. 2181 is a well thought out attempt to clean up 
some of the present inequities in the regulations, and is much needed 
legislation. I believe that it will encourage the development of public 
lands and eliminate confusion and inefficiency in this area. 

With regard to S. 1496 introduced by Senator Anderson—by re- 
quest—we have legislation which would make a number of changes 
in the term of Federal leases. Parts of S. 1496 have merit and are 
included in 8.2181. The objectionable part of S. 1496 is a provision 
permitting holders of leases under the present law to exchange these 
leases for new 10-year leases, thus giving the present holders of leases 
the right to a new lease which will run for a total combined term 
of 20 years without development. Naturally, these terms would vary 
and the maximum would be 20 years. I am speaking here of section 
7 of S. 1496 rather than section 2. 

For instance: Someone now holding a lease on which 4 years has 
expired could exchange it for a new lease for a term of 10 years and 
hold it for 14 years, and so forth. It must also be pointed out that 
everyone Owning a lease more than 1 year old would immediately 
apply for new 10-year leases in order to obtain the same term position 
as other leaseholders in the area. For this reason, there would be a 
tremendous workload of issuing new leases after the passage of 
S. 1496; there would be a lull for a 10-year period during which 
very few new leases would be issued, and then most of the public land 
leases would expire at the same time, bringing about an almost impos- 
sible workload on the Department. 


43012—59—pt. 2——-7 
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The bill also includes a preferential renewal right which allows 
the present holder of the lease a preferential right to renew his lease 
under certain conditions. This, as was pointed out yesterday, has 
been deleted from the bill. 

The present term of 10 years, together with the right to extend for 
2 years, should be adequate. It is my opinion that the extensions 
provided in this bill are unnecessary and not conducive to maximum 
efficiency in the oil and gas development of our public lands. 

S. 1497 introduced by Senator Anderson—by request—would make 
unitized lands chargeable in figuring the maximum acreage limita- 
tions. Under the present law, unitized lands are exempt from charge- 
ability. The present practice in the industry is to block out areas 
for development; acquire options or leases in these areas, if possible; 
unitize the lands to the extent that they cover a geological structure 
or structures; drill a test well or several test wells on the unit, and if 
production is not obtained, terminate the unit and release the acre- 
age. Units must be approved by the USGS and adequate develop- 
ment must be obtained in order to keep the unit in effect. 

Field wide unitization is very definitely desirable for basper con- 
servation practices. Where attempts are made to unitize fields after 
eee is obtained, difficulties are encountered necessitating long 

elays and, in many instances, loss of recoverable oil. The present 
law provides an incentive—nonchargeability—to unitize before de- 
veloping an area and increases the efficiency of both exploration and 
production practices. The USGS has adequate authority to limit 
units and has exercised such authority to promote exploration for, 
and development of, gas and oil reserves. 

Chatgeability of unitized acreage would: 

1. Remove the incentive for unitization prior to development. 

Senator Anprerson. Then you recognize that the only incentive of 
unitization seems to be to get away from having the acreage charge- 
able? You do not think there is any other benefit ? 

You have been in the oil business long enough to know that if you 
wait until you get one well down and come to that man and say, “We 
want to cut down the amount of oil payments you are getting so we 
can spread it around among your neighbors,” they occasionally object. 

Mr. Buiacksurn. Yes. 

Senator Anperson. I tried to explain that one time to a farmer in 
Tyler, Tex., and I barely got out with my life. Unitization is a fine 
- thing before production, but after production it is something else. Is 
this the only incentive? 

Mr. Biacxsurn. I wouldn’t say it was the only incentive, Senator. 
I pointed out the conservation practices. I do, as you say, admit that 
it is an incentive. Whether it is the only one I would be glad to dis- 
cuss. But I do not know whether it isthe only one. 

Senator Anperson. Well, you say that if you take away this right 
to have this acreage not charged, that you remove the incentive for 
unitization prior to development. 

Mr. Buiacxsurn. I think it would not be unitized prior to develop- 
ment, regardless of incentive, because of the time element involved. 
If there were not this incentive for unitization, then the legal depart- 
ment of a company, and the producing department of a company 
wopld probably want to unitize from a standpoint of efficiency and 
economy. 
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The exploration department and management would probably say, 
“We do not want to take the time and trouble to unitize. Let's just 
go ahead and drill a well.” I think that would be the result. 

Senator ANpEeRson. Has that been the experience on private lands, 
where this is not involved ? 

Mr. Buacksurn. Yes. 

Senator Anperson. How about in Texas! 

Mr. Bracxsurn. In many instances, unitization before drilling a 
wildcat is desirable. But usually it cannot be obtained because of the 
time element involved. As you say, if I have a lease out here on the 
edge, in the event of fee land, I just might not go into the unit ; where- 
as, in the event of public land, I probably would go into the unit, 
although I do not have the chargeability problem. 

A company that had a chargeability problem, I believe, would have 
that incentive that might put them in. 

2. Lessen the efficiency of production practices, causing recoverable | 
oil to be bypassed in many instances. 

Senator Anperson. How would chargeability have anything to do 
with that? Unitization would have something to do with it, but 
how would chargeability ? 

Mr. Bracxsurn. It 1s a cause and effect situation. Chargeability 
would lessen the effect of unitization, and lack of unitization would 
lessen the recovery of oil. 

Chargeability, I think, of units, would remove an incentive for 
unitization and the lack of the forming of units would lessen efficiency. 

Senator Anperson. Your statement reads that chargeability of 
unitized acreage would lessen the efficiency of producing practices. 
I donot follow that. Ifyou do not have unitization 

Mr. Buacxsurn. I do not follow it either the way I have said it. 

Senator Anperson. I have to take it the way it is here. 

Mr. Buacksurn. Chargeability of unitized acres would lessen the 
incentive for unitization, and lack of unitizations would lessen the 
efficiency of production practices. 

Senator Anverson. That I would agree with. 

Well, all right. I think the same thing applies to the next sen- 
tence. 

Mr. Buacksurn. Yes. 

Senator ANnperson. In other words, if your top heading would 
read “if unitization is discouraged, then these other things follow.” 

Mr. Buackxsurn. I think you are right, sir. 

Senator Anperson. I would certainly agree with that. 

Mr. Buacxsurn. Well, can I just read it this way as long as you 
understand it correctly ? 

Senator ANDERSON. You read it the way you want to. 

Mr. Buacksurn. No. 3, discourage the drilling of many wildcat 
areas due to acreage limitations imposed on large operators; 

4. Would not help independent operators because they would be 
unable to deal with larger operators by farming out acreage to them 
and retaining an interest in the unit; 

5. It is my opinion that chargeability of unitized acreage would 
be a major blow to the proper exploration for, and development of, 
oil and gas on the public hinds, 
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S. 852 and S. 853, introduced by Senator O’Mahoney, are attempts 
to eliminate a situation which is repugnant to both the Department 
and the industry. There presently exists a number of speculators 
buying leases and selling them in 40-acre tracts to the uninformed 

ublic. 
. In most cases, the people are paying a great deal more than the 
leases are worth and, of course, have no idea of means to develop the 
area. This causes some areas to be eliminated from exploration pro- 
grams because of the impossibility of acquiring the various small 
tracts and constitutes a real hardship on the Department, in the form 
of additional work. 

In many instances, some offices of the Department spend more time 
in handling these assignments than they do in handling legitimate 
transactions. Although S. 852 is an attempt to accomplish a justi- 
fiable purpose, it is obvious that it cannot accomplish its purpose be- 
cause it is obvious that it cannot accomplish its purpose because it 
provides that no assignment shall be approved for less than 640 acres, 
or an interest therein. . 

The speculators would simply sell an undivided one-sixteenth in- 
terest in a 640-acre lease instead of selling a 40-acre tract. This 
would not eee any purpose and would simply continue the 
— unfavorable practices in harming both the industry and the 

artment. 

. 852 would also work an undue hardship on the industry by elimi- 
nating the approval of assignments of less than 640 acres, unless a 
definite drilling commitment was provided. 

Senator Anperson. Have you ever put a structure together where 
ou had 40-acre tracts, 120-acre tracts, and all of that? You do not 
uy them in 640-acre sections ; do you ? 

Mr. Buacksurn. No. 

Senator Anperson. That is why I think this bill may have some 

difficulty. 

Mr. Biacxsurn. That is right. 

Senator Anperson. There is such a thing as people checkerboard- 
ing their acreage, and when you get through with it you find a lot 
of little pieces. That is why I couldn’t understand the bill. What 
you just mentioned is true. If a man is going to be a fool and buy 
a little piece of ground, you do not stop him just because you put it on 
a 40-acre basis. You buy a one-hundredth interest in a 10,000- 
acre tract and be happy with it. If he is going to be an idiot and 
get into that sort of hing know of no law that will prevent a man 
from being a fool. 

Mr. Buacksurn. That is right. 

Senator Anprrson. I do not see how this will get it done. I am 
glad to hear you say that. I think the purpose Senator O’Mahoney 
has in mind is excellent, but you just cannot protect everybody from 
making foolish investments. They will get into it somehow or other. 

Mr. O’CatiacHan. Senator O’Mahoney introduced both of these 
bills by request. 

Senator Anperson. I understand that. I am not trying to be criti- 
cal of Senator O’Mahoney at all. It is a good deal as I did in S. 
1497. I wanted to find out if there are strong, valid objections to 
eliminating chargeability. 
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If there is, fine; I am perfectly satisfied to let it go. I think Sen- 
ator O’Mahoney felt the same way about this. 

Is there any way to protect the public from making these very bad 
investments? I had a few people answer some ads one time under 
another name so I could find out what these people were offering. 
They were offering great territories of wonderful oil-producing land 
in New Mexico. I wanted to know what they were selling. They 
were selling areas that we were pretty sure were not any good. 

The only thing I regret was that I didn’t know this technique years 
ago. I once took a wonderful oil lease in southeastern New Mexico 
that was open and on the books and I took every acre of it and got 
all of the Carlsbad Caverns. I should have sold that off in 40-acre 
tracts afterwards. I could have recouped a little of my money. 

Mr. Biacksurn. There are many legitimate transactions of less 
than 640 acres where it is impossible to commit a well within a speci- 
fied period of time. This hardship would extend to both larger and . 
the smaller operators. 

S. 853 is an attempt to accomplish the same industry and Depart- 
ment advantages. It could be rather complicated in administration, 
although the additional complications would be well justified if the 
present practices could be stopped by this bill. 

The industry and the Department have worked long and hard in 
attempting to provide some measure that will eliminate this situation; 
however, to date, there has been no completely satisfactory procedure 
found. 

Of the two bills, it seems that S. 853 would come nearer to solving 
the problem without working undue hardships on legitimate trans- 
actions within the industry. I would like you to know that the 
Public Lands Committee of the Independent Petroleum Association 
of America is continuing to try to work out a satisfactory solution in 
cooperation with the Department, and I hope that we will be able to 
come up with something acceptable. 

The principal thing there, Senator, I think, is obviously we cannot 
legislate as le into having sense enough not to buy these 40-acre 
tracts. e Department is faced with the proposition where I think 
some 65 percent of the assignments they are haniling are in the nature 
of 40-acre assignments. . 

Whether something can be done to lessen their load, I obviously 
don’t know, as you can tell by my statement. We have tried, though. 
I think possibly something in the line of regulation might be more 
advisable than attempting legislation. I have a feeling that whatever 

ou do is not going to work. You can change a regulation, but it is a 
ittle hard to change legislation. 

Senator Anprrson. I think you have made a fine statement, Mr. 
Blackburn, a helpful statement. 

_ Do you believe it would be better for our committee to pursue the 
line suggested by S. 853 and try to see if some good can come out of 
that, and perhaps discuss this with the Department? Would an 
increase in the cost of making the assignment deter this business ? 

Mr. Biacksurn. That has been suggested, a method whereby you 
would put a $100 transfer fee, and then you would set out about 9 or 
10 exceptions to that to protect legitimate transactions. This was 
discussed at length, and the exceptions kept growing. That was with 
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the Department, and I think it was objectively discussed. The final 
conclusion was that you just couldn’t get there from that point. 

Senator Anpgrson. Do you know whether the Department has 
made any study of its internal costs so that it knows what it costs to 
record one of these assignments? You say they cannot get enough 
staff for it. If you do not have enough staff—or if they are over- 
burdened—if you did have a sufficiently high charge so that the De- 
partment could add to its staff any time it needed to, in the discretion 
of the Secretary, if you would get too many of these assignments, you 
might be able to make them pay their own way. ; 

at is all I am trying to get to. I do not think this sort of fake 
business should cost the Government any money. If it costs the 
purchaser a little money, I am sorry about it, but it is his own foolish- 
ness. You have not made any study to find out if enough money 
has been collected on this? 

Mr. Biacxsurn. No, sir. 

Senator Anperson. I think that would be a proper question to 
address to the Department. 

Mr. Bracxsurn. I talked to the Department about it and they 
simply pointed out the percentage of the workload that was involved, 
and we didn’t discuss the per transaction cost. 

Senator Anperson. We should properly address this to the Depart- 
ment, but since you said the Independent Petroleum Association had 
been looking at it, I wondered if you had been looking at the cost of it. 

Mr. Buacxsurn. Not the per transaction cost; only, as I say, the 
Department tells me from a percentage standpoint, some 65 percent 
of the assignments they handle are on less than 640-acre tracts. 

Senator Anperson. [ could understand that. That would not neces- 
sarily mean that that was not legitimate development. 

Mr. Buacksurn. That is right. But a large percentage of these, 
and I am sure the Department can fill you in, a large percentage of 
these are the so-called 40-acre merchants. 

Senator Anprerson. Are there any questions from members of the 
committee ? 

Senator Atrorr. I want to thank Mr. Blackburn for this statement. 
I think it is very fine. 

Senator Anperson. If there are no questions, thank you very much, 
Mr. Blackburn. 

The next witness will be Mr. Smith. 

Please state your name for the record and the group you happen 
to be representing here today. 


STATEMENT OF A. THAD SMITH, CONTINENTAL OIL CO. AND ROCKY 
MOUNTAIN OIL & GAS ASSOCIATION, DENVER, COLO. 


Mr. Smrrn. Mr. Chairman and members of the committee, my name 
is Arthur Thad Smith. My address is 10 Village Road, Englewood, 
Colo., and I am employed in Denver as general attorney for Con- 
ea « Oil Co. ‘aga 4 

n this capacity vise the company regarding legal matters 
relating to its operations in the Rocky Mareahin region’ a 

I served as chairman of the legal committee of the Rocky Mountain 

Oil & Gas Association in 1956 and 1957 and presently am a member 
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of this committee and have been designated by its present chairman 
to represent him on our association’s special committee on acreage 
limitations. 

The various bills which have been set for hearing before the sub- 
committee today and tomorrow involve a number of important changes 
in the Leasing Act, but with your permission, I will concentrate my 
prepared remarks on those features of these bills which will, in my 
opinion, have a material bearing upon exploration and development 
of the public domain for oil and gas. Bi 

Other witnesses representing the Rocky Mountain Oil & Gas Asso- 
ciation and the public lands committee of the Independent Petroleum 
Association of Amenion have or will comment with respect to other 
points covered by the bills being heard today and generally I sub- 
scribe to the views expressed by them on these points. — 

The encouragement of exploration and development in an orderly 
manner, free oF waste, is, I suppose, one of the main objectives of the - 
Leasing Act. In my remarks I shall assume that, generally speaking, 
any amendment which will tend to encourage such development is a 

ood one and any amendment which will discourage such development 
is a bad one. 

Viewed in this light, I favor S. 2181 and oppose S. 1497 for the 
following reasons: 

Prior to 1946, confusion had arisen in the oil and gas industry as 
to whether an option for an oil and gas lease rendered the optioner 
chargeable under the acreage limitations which then applied a to 
interests in leases. The 1946 amendment clarified this by ee ing 
one limitation for ee and a separate limitation for option 
holdings and an option was defined in the law as a nonrenewable, 
2-year exploratory option. Any other interest in a lease remained 
chargeable as a leaseholding. 

This system of acreage limitations was logical enough in theory, 
but in practice it has proved unworkable. This can be illustrated by 
the ee case where a broker files for a lease in his own name but 
in behalf of another. If he files as agent, his principal is chargeable 
with the lease. If he files as an independent contractor and sells an 
option for the lease, the broker is chargeable with the lease and the 
option holder is chargeable only with an option. 

Under competent legal guidance, parties can and have kept their 
holdings of leases and options free from question. But the line of 
demarcation between an agent and an independent contractor is a fine 
one and not easy to delineate. Compliance with the Leasing Act 
should not depend _— such legal refinements. 

It is difficult for the layman to appreciate why he is in violation of 
the law because he has, through various contractual arrangements 
and deals, obtained control of interests in leases in excess of the acre- 
age limitations when his aggregate holdings are well within the lim- 
its of what he could hold under lease and option had he properly ar- 
ranged his affairs. 

Perhaps mistakes of this should not be made, but the fact is that 
they have been made and they are made every day. S. 2181, by pro- 
viding one clear-cut acreage limitations for leases—including op- 
tions—eliminates this area of confusion. 
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Another point of confusion that is clarified by S. 2181 is the ques- 
tion of who is charged with the responsibility for compliance with 
acreage limitations, I think I can state, without equivocation, that 
people in the oil and gas industry generally have interpreted the 
acreage limitations provisions of the Leasing Act as making each 
leaseholder responsible only for keeping his holdings within the pre- 
scribed limitations. 

I don’t believe anyone has felt he is responsible for the holdings of 
others. The officials of the Interior Department have, however, felt 
the Leasing Act is not clear on this point. Cancellation proceedings 
are now pending in Cheyenne and Billings and perhaps other places 

inst persons alleged to have violated the acreage limitations and in 
these agrmeess. o — purchasers who have complied with the 
law are nam efendants. Their title to these leases is being 
questioned. ’ 

Now there is no way a person acquiring a lease can check the charge- 
able leaseholdings of a person from whom he is taking a lease. Such 
facts are not a matter of record and cannot be a matter of record 
because the chargeability may arise from oral understandings or 
instruments not filed of record. 

This situation creates a cloud on the title to every outstanding Fed- 
eral lease. As an attorney, I am today unable to pass title to any 
Federal lease. S. 2181 removes this title difficulty by protecting leases 
held in compliance with the law by good-faith purchasers against 
cancellation. 

It would be redundant to elaborate upon the depressing effect that 
this situation has upon the development of public lands. It may be 
that some Federal leases are still being acquired in spite of the existence 
of the cloud on the title which overhangs them. But it goes without 
saying that the existence of such a title cloud does not encourage such 
negroes 

will not turn my attention to S. 1497. This bill eliminates the 


exemption from chargeability for leases committed to wildcat Federal 
units. This bill would reverse a policy established by Congress in 
the act of March 4, 1931, and which has been in effect continuously 
ever since. 

The reasons for this policy are sound and have been reconsidered 
by Congress on more than one occasion since 1931. This policy of 
exempting from shengnensiay leases committed to Federal units has 


been reasserted by Congress over and over again. Generally the 
objective of this exemption is: 

1. To encourage development by giving holders of Federal leases 
an incentive to enter upon unit agreements and undertake the test 
well drilling required in such unit agreements. 

2. To further conservation by encouraging unitization prior to 
drilling and thereby avoiding the waste of oil and gas which frequently 
occurs in nonunitized fields. 

Under the present form of standard Federal unit agreement, a 
test well must be drilled within 6 months after approval of the agree- 
ment by the Director, U.S. Geological Survey. If the test is unsuc- 
cessful, further test wells must be drilled at intervals of 6 months 
until a discovery is obtained. If the test well drilling is not done, the 
unit is terminated and the leases again become chargeable. 
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Since the holder of a Federal lease is not required to drill under 
the terms of the lease, but can simply hold the lease upon payment 
of annual rental, the development which is brought about by encour- 
aging people to enter upon unit agreements is obvious. 

There are some who say that units have been allowed to remain 
in effect without the required drilling being done. This has not been 
my experience. I have found the officials of the U.S. Geological 
Survey diligent in requiring termination of units in the absence of 
drilling and in every unit that I have ever known of, the initial test 
well was commenced within the prescribed time. 

In fact, the Survey has now instituted a program of requiring 
contraction of producing units so as to eliminate therefrom unde- 
veloped lands. If there has been any laxness in terminating units, 
this can be cured and should be cured through enforcing the pro- 
visions of the unit agreements and not by reversing well-considered 
policy which has been in effect for 28 years. 

Finally, I would like to comment briefly upon the disastrous blow 
which would be dealt to the entire program of Federal unitization 
of S. 1497 were to become law. The formation of a unit agreement 
takes considerable time and effort and some expense. No one is going 
to go to this trouble if they are not given a real and substantial in- 
centive to do so.as they are under the existing law. 

Experience has shown that if units are not formed until after pro- 
duction is obtained—and this will be the case generally if S. 1497 
is passed—a great deal of waste of oil and gas will occur because 
parties are accustomed, when an area is known to be productive, to 
haggle for a considerable period of time over the terms under which 
their lands are to be unitized. 

This is because the valuation of producing lands, for the purpose 
of determining participation under a unit, involves the most compli- 
cated petroleum engineering study, and experts and owners alike 
have many different views as to the value of the different tracts to 
be unitized. 

Moreover, if acreage blocked out for development remains charge- 
able during the test-well drilling period, which may extend over con- 
siderable time if a number of tests are drilled, the number of blocks 
that will be drilled will be severely restricted with a consequential 
adverse effect on development. 

I appreciate the oe, to present this statement regarding 
my views as to the effect that S. 2181 and S. 1497 will have on the 
exploration and development of public lands. 

Senator Anperson. Mr. Smith, we appreciate your statement and 
— experience with this problem. We have two versions of the 

ill, one which starts on line 16 of page 9, which has been crossed 
out through line 11 on page 10, and chan new language beginning on 
line 12 on page 10 and running through line 10 on page 11. 

If you have had a chance to examine that language, would you 
express to the committee your feeling as to whether it is or is not 
better than the original language, and if it is better than the original 
iinguage, what the points of difference may be and the advantages 
of i 

Mr. Smiru. Yes, Senator. 
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The first point of difference, as I recall, is the changing in line 14 
of the word “Act” to “section.” This is because there is another pro- 
vision of the Leasing Act which sets forth the procedures for cancel- 
lation of leases generally. Therefore, it seemed to us, in order to 
avoid inconsistency it would be clearer if this special procedure for 
cancellation should be limited to violations of the provisions of this 
particular section of the act. 

No. 2 involved a change in the penalty—I think I am skipping on— 
there is a word to be changed in the penalty. 

Senator Anprerson. The second one perhaps was putting in the 
words “associations or corporations” after “persons” ? 

Mr. Surrn. Well, we noticed in some cases the words “persons, 
associations, or corporations” were used, and in other instances the 
word “person.” This was just for conformity purposes. 

Then going back, before I get to the one word that was changed 
in the penalty, in the procedures as to the administrative cancellation 
of leases, which language was used in the original, it was not clear 
to us but that by giving the Secretary authority to cancel leases ad- 
ministratively without qualifying it in the light of other sections of 
the act it might be construed to mean that the Secretary could cancel 
a producing lease administratively, so that language was simply re- 
phrased to provide, after saying that the Secretary could cancel leases 
administratively for violation of the acreage limitation, for the ex- 
ception, first, in the case of producing leases and, secondly, where 
fraud is involved which would result in this very severe penalty, which 
is later provided for. 

That change was made for purposes of clarity and to conform the 
language here with the language in section 31, I think it is. 

nator AnpersON. Is it not true that in the language as it now is 
contained in the bill, particularly the language from line 12 on page 10 
to line 11 on page 11, that it is not possible for the Secretary admin- 
istratively to cancel a producing lease? 

Mr. Smrrn. That is our intention; yes, sir. 

Senator Anprrson. I think we would all want to make sure that the 
Secretary could not cancel a producing lease which has acquired its 
rights because of production. 

r. Smira. That is what the ch means. 

The third change involved changing in line 9 of page 11, where 
you now find the word “acquire.” Formerly there was the word 
“hold.” The reason for that change is that under the former language 
it could have been interpreted—it might not have, but it could have 
been interpreted to authorize the court, as a penalty for fraudulent 
violation of the Leasing Act, not only to prevent an operator from 
acquiring Federal leases in the future, but to cancel all of his leases 
everywhere, including all of his producing leases throughout the 
country, which confiscatory and unreasonable and unnecessary, 
as far as that 

If you prevent an operator from acquiring leases even for 6 months, 
you have inflicted a very severe penalty on him. We thought that 
was sufficient. That is the — of that change. 

Senator ANDerson. The word “hold” is a pretty severe word, is it 
not, to say he cannot “hold” any lease? 

Mr. Sarru. That is right. 
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Senator Anpzrson. The word “acquire” changes it around to where 
in the future he cannot do certain things while this penalty is in 
effect; subsequently, he might “acquire” after the penalty has 
terminated. 

Senator Attorr. I think we ought to make the record clear, Mr. 
Chairman, at this point, that in the changing of this word the pur- 
pose is to permit a penalty to be invoked against somebody who has 
exceeded the acreage limitations; is that correct? 

Mr. SmirH. With fraud. 

Senator Atxorr. With fraud? 

Mr. Smiru. Yes, sir. ; 

Senator Atiorr. And therefore the person who did exceed this 
could have all of his leases canceled, his unproductive leases can- 
celed ¢ 

Mr. Smrru. No; he could simply not acquire any more. 

Senator Ax.orr. I am trying to make this clear. A person who, - 
we will say, held 250,000, which would be roughly 4,000 acres in ex- 
cess of the maximum, by fraud, under this section, would have the 
penalty provided on page 11, that if fraud is found, it shall provide 
that ech rson or association shall be ineligible thereafter either 
permanently or for a lesser period to acquire any other lease or in- 
terest. But he would still hold the 250,000 acres that he had? 

Mr. Sarru. No, sir; this is in addition to the present authority to 
cancel out his excess holdings. 

Senator Anperson. Any excess interest. 

Senator Atxorr. Cancel out the excess interest ? 

Mr. Surru. Well, actually, the Leasing Act does not spell that out. 
The regulations have now made it clear just what leases are canceled. 
As I recall, they show that the excess leases shall be canceled to 
you down so you are complying with the acreage limitations. e 
penalty on page 11 is in addition to all those remedies that now exist. 

Senator . Let’s pin this down so that we are sure of what 
we are doing. If a man is found to be in excess by reason of fraud, 
he would only be canceled down to his maximum, and that would be 
the only penalty which is invoked, except for the limitation of acquir- 
ing in the future? 

Mr. Suirn. I wouldn’t say that it is exactly that. The Leasing 
Act will authorize the cancellation of leases in violation of the acre- 
age limitations, and the regulations, as I interpret them now, pro- 
vide for cancellation of the excess acreage. 

It would be the excess acreage, I suppose, that was obtained by 
fraud, and that is what would be canceled. But it would be canceled 
in accordance with these procedures that are set up in the present 
regulations. 

Senator Atxorr. This really, in one sense, is not too strict a punish- 
ment or penalty; is it? Ifa man is operating in this field and he ac- 
quires 5,000 excess acres, we will say, by fraud, they would be can- 
celed out. He would still be left with some 246,000 acres of land 
which he could develop, promote. 

So the economic sanctions are only against the procuring of ad- 
ditional acres. 

Mr. Suiru. That is right. But I would not agree that that is not 
seevre. If anybody is in the business, it would put them out of busi- 
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ness as far as public lands are concerned, except. for what he already 
had. 

Senator Auuorr. It would depend upon the length of time that the 
sanction was invoked. 

Mr. Smiru. Even a short time, for an active operating company, 
would be a very severe penalty, even 3 months or 6 months. If it 
was longer—well, I would say this, to sum it up: that the penalty is 
so severe that I do not think anybody but the most foolhardy would 
even run any risk whatever of ever being subjected to this penalty. 

Senator Attotr. That answers my question. 

Senator Anprrson. Also, is it not true that the lease could be can- 
celed? I think the language of the present provision is, on line 15, 
If any interest in any lease is owned or controlled directly or indirectly by 
means of stock or otherwise in violation of any of the provisions of said sec- 
tions, the lease may be canceled or the interest so owned may be forfeited or 
the persons so owning or controlling the interests may be compelled to dispose 
of the interest in any appropriate proceedings instituted by the Attorney 
General. 

So you could cancel the lease, you could cut down the interest, or 
you could require him to dispose of land. There is a wide latitude. 

assume that is so that the Secretary, if he was desirous, could go 
into it a little bit and find out if a man really meant to violate the 
law or had made an innocent error. | 

If so, he could be a little generous with you. If the fellow was 
open, notorious, in his violation of the law and was kind of proud 
of it, he could let him have it, if he felt like it. 

Mr. Surru. I think that is true. 

Senator Anperson. I say that, Senator Allott, because I recall 
that there was a provision in the Department of Agriculture pro- 
visions, where if a man got into a grazing lease and violated a cer- 
tain provision or provisions, the Secretary of Agriculture could, if 
he wanted to, cancel his leases, or he could cancel part of his leases, 
or he could practically put him out of business. 

I assume this is something of that general nature, where the At- 
torney General could decide on which penalty or sanction, as you 
may call it, he wished to impose. 

enator Attorr. May I ask another question on this same matter? 
I might say I have known Mr. Smith a long time and I have a very 
high regard for his opinions in these matters. 

eferring, on page 11, to the word “may” in line 6, why should 
that word not be changed to “shall”? If the court has found fraud, 
tay have found that this man is guilty of willful intent. 

(here is a wide-open end on the other end of it. It says “either 
permanently or for a lesser period.” Why should there be any choice, 
snes the judge is allowed complete latitude to inflict a penalty in 
this 

Mr. Smrru. I cannot answer that question except in general I sup- 
pose that in any court procedings, even where fraud may be found, 
there are many, many factual circumstances that appear before the 
court, and what should be done by way of a penalty is left to the 
court’s discretion without telling the court what to do. 

Fines are. usually left pretty much to the discretion of the court. 
Perhaps you are correct that there should be a minimum fine here, 
a period of time or something of that kind. 
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Senator Anrorr. No, Mr. Smith, I don’t question that. But you 
have left—not you, but the bill has left this open at two ends. It has 
left it open on the “may” proposition. In other words, the court, 
even if its finds fraud, does not have to do anything. 

Mr. Suir. That is right. 

Senator Arzorr. My contention is that there should, at least in this 
end, be a compulsion that the court do something. The court may 
only find that he should be suspended, that his operations for acquir- 
ing leases should be suspended, for a period of 5 days or 10 days, for 
15 days or for 30 days. 

But we leave this thing wide open. We are not doing something 
here to penalize him for something he fell into accidentally. He 
might have. But we are doing it in the position where the man has 
been found by the court to have been guilty of an intent to defraud 
or commit a fraud. So why should it not be a “shall’’? 

Mr. Smiru. Well, I cannot argue with you, Senator. This lan- . 
guage was nothing that involved any suggestion of change or other- 
wise from my group, who have studied this bill. This is the language 
that Senator O’Mahoney developed. Maybe he is not rough enough; 
maybe you are right. But we didn’t encourage him to get any 
rougher. However, I know of no answer to your point. 

Senator Atxorr. I might say that some of these questions, Mr. 
Smith, I have been saving, because I know you and your abilities, 

We had Congressman Thomson on for a long time. I have been 
saving some of these questions for you because I know of your ability 
to answer them. ) 

Senator Anprerson. In view of what Senator Allott has said, with 
which I completely agree, would you feel that the language was too 
strong if the word “may” were changed to the word “shall”? 

Mr. Smirn. Well, I do not think that I am going to argue for 
clemency for somebody that it guilty of fraud. If they are found 
guilty of fraud, I would accede to your thinking as to what the pen- 
alty should be. 

enator ANnpERSON. The court has absolute freedom. It can sa 

whatever it wishes. It can say that the offender cannot. acquire until 
the next day. But the law at least would have told him that if the 
offender has done something wrong, he must pay some sort of penalty 
for having done it. It fraud has been found, I think the court should 
exact some sort of penalty. 

_ Very frequently the court suspends the fine, but he at least tells the 
individual that some later day he may have to pay it if he is caught 
again. In this particular instance, he will be found guilty of fraud 
and fraud is a serious crime against the United States. And “for 
5 days you cannot acquire any leases.” A man will not go broke in 
5 days, but he will remember that, because in the next occurrence he 
may get 500 days. I think Senator Allott has made a good sugges- 
tion. 

Mr. Smiru. I could not in good conscience raise any objection to it. 

Senator Anperson. Thank you. 

_ Senator Atxorr, I might add here that if the penalty clause had 
in it to provide that such person, association, or corporation shall be 
ineligible for a. period of not less than 3 months, or permanently, 
and up to a permanent time, be allowed to acquire such a lease, then 
I think the word “may” might well be in there. 
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There might be extenuating circumstances. But where the judge 
has complete latitude with respect to the penalty, I do not see why 
there should not be a mandatory requirement. 

Mr. Smiru. The reason that I deviated from my prepared state- 
ment to talk a little bit about these units is because in my experience 
as attorney for Continental Oil Co., which position I have had for 
somewhere over 11 or 12 years, I have had something to do with 
probably 50 or more units in which Continental has been the unit 
operator, and many others in which some other person or company 
was the unit operator, and Continental had some interest. 

So we were interested in what was going on. Just for what- 
ever assistance it might be to the committee, I thought it might be 
helpful for me to tell you for a few minutes about this kind of work 
and what I do, just speaking for myself, my job, rather than try to 
sell any policy rt apne 

Let me just tell you what I do and then you can see whether or not 
there is anything about this unitization program that needs correc- 
tion or change. Let me perhaps start out by mi to a question 
that Senator Anderson asked of Mr. Blackburn. at is whether 
unit agreements are entered upon prior to development on fee lands. 
I have not known in my experience with Continental of any unit 
that has been entered upon by Continental, either as unit operator or 
as nonoperator prior to production on fee lands in the States of Mon- 
tana, Wyomin , Colorado, or Utah, or any other State in my region. 


But these are the main ones. 
There is a little in northern New Mexico and Idaho, where there 
is no production, or very little production. We have entered into 


a lot of Federal units where there are some fee lands involved and 
where there are State lands involved—but where there were also 
Federal lands involved. 

The remarks that I am going to make are partly directed at ex- 
plaining why that situation exists. It comes down to some of the 
material that has been brought up by other witnesses. 

Before any unit project is taken, the geological and geophysical 
departments conduct extensive exploration and geophysical shooting 
of the lands. This is sort of a shotgun approach which might encom- 
pass many, many square miles, a large area, and as a result of that, 
some information is developed which suggests that there is a possible 
geological prospect. 

Then the matter is referred to the land department to find out 
what interest the company has or might be able to acquire in that 
area. Usually in these States that I am talking about there are 
options for Federal leases held by the company. That is because 
this 246,080 acres, which is the maximum that we can hold at any 
time free of exemption, does not represent blocs that you are im- 
mediately ready to drill, but a large part of it represents what in the 
ener is called protective acreage. 

You have an option on a lease here. You do not have anything 
else, but you want to keep that because you never know but what 
somebody else is going to come up with a discovery, and you have 
an option here, and one here and over there, sort of a scattering 
through any area where it looks as if there is a possibility for de- 
velopment. 
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So a lot of this 246,000 acres, when you add the leases and options 
together, is scattered protective acreage, and part of it consists of 
blocs that you are getting ready to drill. When you are ready to f° 
in and see what you can do in a specific area, as I say, in these public 
land States, the company usually has an option on one or more leases. 
There will be some fee lands in there, and you will take a look at that; 
there will be State lands and you will see who has a lease on it. Most 
of it will be leased. Some of it you will be able to acquire, and maybe 
you will want to, if the price is not too high. 

Other tracts will be owned by other integrated oil companies, and 
some will be owned by independent producers and some by lease 
brokers. They may hold leases or they may hold options. It is hope- 
less to attempt to acquire a lease that is owned by an integrated com- 
pany. They simply then become the status of a partner in whatever 
project you have in mind. 

As to the lease brokers and independent producers, maybe you will 
see if you can buy their interest or, more likely, if they are active © 
in the business, they will take the position that they won’t sell; on 
the other hand, they won’t pay their share of expenses, because they 
do not know whether the project is any good or not. 

So you will enter into a deal with them that they will give you a 
half-interest in their options in exchange for you carrying them on 
their share of expenses as to the other half. Then they know it is not 
going to cost them any money if the venture is unsuccessful. 

Then after the land situation is cleared up, the geological data is 
submitted by a crew of —— that we have that are experts in 
this unit prcaress; and they take up with the U.S. geological super- 
visor, and in my area it is in Casper, the question of what lands 
should be included in the proposed unit. That is the unit area. That 
will depend _— the structure and other geological aspects that the 
supervisor and the unit operator’s geologist, the proposed unit opera- 
tor’s geologist, feel worthy of development. 

Frequently we wiil try to include as much land as we feel is justi- 
fied. The supervisor will take the view of including only the land 
which really is on the strueture or within the area of development. 
Then when reasonable agreement is reached, and there is a great varia- 
tion in the areas because some structures are very large and others 
are not—in fact, in some areas we find that there aren’t very well dis- 
cernible geological structures. 

You get sort of a stratigraphic area where you suspect stratigraphic 
pools or de “8 but the —— and geophysical work does not 
delineate where they are. You may have an area of 10,000 acres that 
you think worth working for stratigraphic tracts. After that work is 
done, the question is what are you going to test ? 

Maybe the unit operator will say that he just wants to make a 3,000- 
or 4,000-foot test, and put 25,000 acres in a unit. The supervisor will 
very likely take issue with that and say, “If that is all you have in 
mind, you better get just 3,000 or 4,000 acres here. If you want a big 
area like that, we think you ought to test at 9,000 feet,” which is an 
entirely different proposition. 

You either go along with his recommendations or else you back 
off of the prospect, because he is not going to approve a unit that 
does not have reasonable test. Having decided on the test well, and 
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if it is a large area the custom of the supervisor is to require two or 
more test wells, which is quite a different thing, too—maybe you 
only want to drill one well. In those cases where they require more 
than one test well they usually provide that if the first well is unsuc- 
cessful, you can back off, but you have to drop the unit and the lands 
become chargeable again. 

I do not want to belabor this subject too much. I did not realize 
I had gone on this long. I want to present this picture. 

Having settled on that, you have a form of unit agreement. The 
form of unit agreement has been revised once or twice. As I recall, 
the last form was known as the June 1957 form, which includes a 
number of provisions for automatic contraction of the unit for failure 
todevelop all of the land within it. 

Also, for instance, to give you an example of the sort, of competi- 
tion you get into, recently there has been a great deal of interest in 
southern Wyoming. That is where the Union Pacific has a checker- 
board spread of sections. The Union Pacific Railroad has a special 
form of unit agreement known as the Union Pacific Unit Agreement, 
which has been are upon by the Department. 

If the Union Pacific has a checkerboard spread through the area 
you are going to unitize, they have to be part of the unit and they 
insist upon using their form, so there is a question that comes up in 
the negotiations for your unit. If you follow the standard forn, it 
does not have to be written out and submitted for preliminary ap- 
proval. You get a letter that says that if you use the standard form, 
the unit, with the area delineated and the wells provided for, will, if 
sufficient signatures are obtained, probably receive approval. 

Then you submit the preliminary material and get a letter which 
says that preliminary approval is given and now you can go ahead 
and get the unit signed up. Then it is turned over to a division that 
we call the unit division of the land department, whose job it is to 
get the unit signed up. If there are ag royalty and overriding 
royalty owners, this is a very considerable job. 

urthermore, in some cases I have known where royalty or over- 
riding royalty owners under advice of counsel refuse to sign a unit. 
In those cases, they call me in to see if we cannot figure out some 
consent agreement with certain conditions attached that will satisfy 
them. We meet with them and work that out. 

Another thing that is very time consuming is the question of the 
other lease owners or working interest owners, which is. frequently 
and usually the case now that so many of the lands in the public land 
States are under lease. 

For example, if Texaco or Carter or Bill Blackburn’s boys have 
two or three leases on there and they are going to hold the working 
interest, you have to agree on a unit operating agreement. In fact, 
section 7 of the unit agreement says that in a condition like that, you 
must have a unit operating agreement with them. That is a matter 
of negotiating as to how you are going to pay the expenses of the 
project. 

e used to spend months negotiating these unit operating agree- 
ments, preparatory to even filing the final unit:agreement. In 1954, 
or thereabouts, a group of us in the Rocky Mountain Oil and Gas 
Association, not under the sponsorship of the association, but with 
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the blessing of the association, developed more or less an industry 


form of unit operating agreement which most people would be willing 
to sign no matter whether they were the unit operator or a non- 
operator. 

That consumed several years of time, meeting every 2 or 3 months. 
But that was done and that form is available to anybody through 
the Rocky Mountain region. If you use that form, you can usually 
get people to sign up fairly readily, in a matter of 2 or 3 weeeks. That 
was a great step forward in facilitating the progress of this unitiza- 
tion program, so that the drilling of the wells provided for in the 
unit would be brought about, and development realized. 

Having done all these things and the instruments are all signed, 
then they are submitted to the Director of the Survey, who either 
approves or disapproves the unit, depending on how many signa- 
tures you have. if. you don’t have them all, you have to show that you 
have invited everybody to join and why they didn’t join. 

If the unit is approved, then going back to the material that was 
discussed yesterday, under the provisions of the unit agreement, you 
have to drill a test well and you have to commence it within 6 months. 
As I recall, Senator, a question was asked yesterday as to whether 
or not any unit agreement had ever been terminated before the initial 
test well was drilled. 

I know of no unit that has ever been terminated before the initial 
test well was drilled. I also know of no unit, either in which Con- 
tinental was the operator or any other unit that we have ever had 
anything to do with, where the initial test well was not commenced 
wihin the 6-month period provided for in the unit agreement. 

I have never known of a case where that well wasn’t commenced 
within that period. If the first well is a dry hole, then there is a 
provision for successive wells at 6-month intervals until a discovery is 
obtained, I have known of cases where the supervisor has given relief 
pending further geological exploratory work to determine where the 
next test well would be drilled. My experience has been that those 
extensions are given only for good cause. 

Our experience has been that if you do not obtain production that 
unit will be terminated by the supervisor within a very short time. 
If you drill a second well, of course, you get aonther 6 months. If 
you drill a third, you get another 6 months. But. unless you get pro- 
duction, the unit will be summarily terminated, and if I had my rec- 
ords I could show you 15, 20 or 25 units which Continental has been 
the unit operator on, which have been terminated: within a year, a 
year and a half, or 2 years of when they were formed. 

However, sometimes you get a poor well, a well that gives you a 
little gas or a little oil, but which, at best, is a marginal well. ‘Those 
are the cases where you go to the supervisor and ask for relief. Asa 
matter of fact, when you get production, you do not have to drill a 
well every 6 months, but you have to file a plan of development as to 
what your future drilling will be. 

You sit down with a supervisor and you have to get something be- 
fore him which meets with his approval. But in those cases, the 
supervisor recognizes that you have a problem, at. least. we think we 
have a problem because we do not know whether it is.a case of want- 
in ip put more money in, or whether it is something you should back 
off of. , 
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We have a well in Utah, the Chapita Wells unit, which has been 
started for a long time. We drilled a little gas well, then one or two 
more wells, and every time we make up our minds that we want to do 
something more, some discouraging development occurs. 

The exploratory people do not have the money to put into it. We 
try to get some other party to come in that is interested and farm it 
out, and those kind of situations do and have been continued by various 
kinds of relief. But in my judgment, it is always upon a showing as 
to the equities and necessities of it. 

Right now the Department, as I already mentioned, has a program 
where if you have that kind of a unit, or even a producing unit, you 
have to contract the unit so as to exclude from the unit lands that are 
of no interest, and a great deal of pressure is being put on us. I say 
pressure because we are not looking for an opportunity to reduce units 
and force ourselves into the position of taking on the chargeability of 
this acreage again. 

But we recognize the meee of the Department’s position and we are 
working it out with them. Finally, that unit either ends in success, in 
which case it continues under the various circumstances that I have 
described, or else it ends in failure, in which case, in our experience, 
it is summarily terminated. 

Then it is our problem as to what to do with those leases. What I 
wanted to come to by way of a conclusion—and before I do that I 
would like to mention by way of an aside the question of development 
contracts that was brought out in the course of these hearings—de- 
velopment contracts are not unit agreements. They are provided for 
in another paragraph of the same section of the Leasing Act. 

They provide for approval of development contracts by the Secre- 
tary for unusual reasons not connected with the geological structure 
that may be involved. What those reasons are, I have never been able 
to very well find out, because we have never been able to get a de- 
velopment contract approved. 

In fact, we have never = a situation where I even had the feeling 
that there was any justification in asking the Secretary to approve it. 
But I know that transmission companies have a special problem be- 
cause they have to get all of this FPC approval on their reserves. 

I — from what my friends have told me that Alaska, because of 
weather conditions and lack of accessibility and other things, may also 
have special provisions. I am not in a position to say whether de- 
velopment contracts have been properly or improperly handled. 

But on the basis of my rience with the Survey, I would say 
that the Survey has recognized some very unusual spnaitiote in those 
ee contracts, and that for that reason those have been ap- 

roved. But I am not qualified to comment on it, except to say this: 


t Continental, in my region, has never been able to get a develop- 
ment contract approved. 
In fact, we never even asked for it. But to get back to the units, 
that work that I described with respect to the formation of the unit 
getting the on together, getting it signed, is time consuming and 


expensive. We have quite a staff that devotes a lot of time to these 
projects. For us it is worthwhile. 

The reason that we do it is because of the incentive now provided 
in the Leasing Act for relief from chargeability when that unit is 
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pees Without that incentive, and I think Mr. Blackburn very 
well pointed out what would happen, without that incentive those 
lands would not be unitized prior to development for this reason: 

I am a great believer in Federal units and I would recommend to 
our exploration and management people that they unitize before de- 
velopment, and my reason would be that after development you are 
going to have a nt You are © going to have a headache because 
everyone thinks he has the best productive area after you get oil and 
gas. You would save yourself that headache if you unitized before 
production. 

But our exploration people and our management people would say 
that, “We agree with you, it would be a good thing to do, but the head 
of the exploration department is breathing down our necks to move 
ahead with this prospect and get some rig out there, get a drill, and 
we just haven’t got the time and we don’t want to spend the money 
necessary to unitize that before we go in and drill.” 

The reason I know that is what would happen is because that is 
exactly what does happen, for instance in the Denver-Julesbur 
Basin, where Continental has a number of small fields, several o 
which have been unitized after production, but which have not been 
unitized as soon as they should have been, and with respect to which 
there may very well have been some waste of oil and gas which has 
not occurred on the public lands where we have unitized prior to 
production. 

Once you have your unit, then you can water flood, you can put in 
your gas repressuring, and there is a minimum of difficulty and prob- 
lems to it. So the conclusion of all of my time that I have spent in 
trying to describe what we do as an illustration is just what Mr. 
Blackburn said, that as meritorious as it should be or would be, and 

rhaps as desirable, from a production standpoint, to unitize these 
ands prior to drilling, I am afraid that it just would not be done. 

For that reason, our view is that S. 1497 that would remove this 
exemption would be a disastrous blow to the whole Federal are 
of unitization. If there is something wrong with the way it is being 
administered now, we would be wholehea y in favor of joining in 
any effort that might be suggested to correct what is wrong. 

f there is too much d ay we would agree that the delay should 
not be permitted so as to allow us or anyone else to hold a lease free 
of chargeability. But to eliminate that incentive would, speaking 
from my own experience in Continental, eliminate units, except pro- 
dueing units after discovery. 

That concludes my statement. 

Senator Anperson. That is very interesting and very informative. 
You we previously have had a discussion on acreage limitation 
and re hate ad a hearing. It was my contention then that some- 
times these unitization agreements were negotiated in order to keep 
away from having chargeability for the acreage. 

All the people that testified at that time assured us that the agree- 
ments were entered into only in the sole, pure name of conservation. 
Not a soul was trying to escape chargeability by this device at all. 
I thought my conversations in the petroleum clubs and various places 
when? had been trying to do a little dabbling in oil persuaded me 
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that once in a while they were entering into such agreements to get 
away from chargeability of acreage. 

So I put the bill in. I think now I have found out what I long be- 
lieved. I don’t say that is improper. I think unitization is very de- 
sirable. The bill would not prevent unitization at all, as far as op- 
erations are concerned. 

I wanted to see whether it was done for the purpose of chargeability 
of acreage or for conservation. I think I have my answer. 

Mr. Smiru. I have taken the moment to tell you what my experi- 
ence has been for what it is worth. 

Senator AnpERsON. It is a very honest answer and I appreciate it. 

Are there any questions? 

I think your statement has been very interesting. I am glad you 
came down to help us from a practical standpoint. 

Mr. Smit. Thank you. 

Senator Anperson. Mr. Abbott. 


STATEMENT OF GEORGE ABBOTT, SOLICITOR OF THE DEPARTMENT 
OF THE INTERIOR; ACCOMPANIED BY CLARENCE BRADSHAW, AS- 
SISTANT SOLICITOR, LANDS DIVISION, OFFICE OF THE SOLICITOR 


Mr. Axssorr. My name is George W. Abbott. I am the Solicitor 
of the Department of the Interior. _ It is a pleasure for me and my as- 
sociates in the Department to appear here this morning to comment 
briefly on the principal bill in this proposed legislation, and I say 
“principal” because of its immediacy, and to respond to such ques- 
tions as the members may have. 

We welcome the opportunity, Senator Anderson, to consider with 
you and with industry spokesmen, the scheduled several important 
pieces of legislation in the field of Federal oil and gas resources leas- 


ing. 

By way of an approach to S. 2181, I would like to make a few com- 
ments enlarging upon the Department’s report, copies of which the 
members have. 

As you know, enactment of the Mineral Leasing Act of 1920 repre- 
sented adoption by the Congress of the basic legislation which today 
governs leasing of deposits of oil and gas, among other named min- 
erals, and lands containing such deposits owned by the United States. 

This committee is well aware that in recent years, particularly since 
the end of World War II, we have seen an unprecedented demand for 
entry on the public lands and for use and development of those lands 
and associated resources. 

Included, and rather dramatically, have been filings under the 
Mineral Leasing Act. Between the date of enactment of the Mineral 
Leasing Act, February 25, 1920, and June 30, 1952, all filings under 
the act totaled 209,000. 

In the 3 years following, a total of more than 101,000 filings were 
made. This means that all filings for the period 1920-52 were at a 
rate of more than 8,300 per year, and that for the period 1953-55, 
filings were at a rate of more than 33,000 per year, an increase of 
nearly 500 percent. 

Between June 30, 1952, and June 30,1955, outstanding oil and gas 
leases alone climbed from 64,582, to 99,587. Acreages involved in- 
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creased during the same period from nearly 50 million on June 30, 
1952, to more than 76 million on June 30, 1955. 

But today, in 1959, there are in excess of 111 million acres under 
oil and gas lease in the United’ States, including our newest State of 
Alaska, and the total number of leases involved is 137,342. 

In addition to that 111 million figure, there are, I am informed, 
about 15 million acres under application in Alaska where leases have 
not yet issued: This sharp upturn in Federal oil and gas leasing 
activity did not take place without attendant administrative problems. 
For more than 20 years prior to August 8, 1946, the total allowable 
acreage which could be held under oil or gas lease, or permit by one 
individual; that is, any person, association, or corporation, under the 
Mineral Leasing Act provisions, was 7,680 acres in any one State, 
and not more than 2,560 acres within the geologic structure-of the 
same producing oil or gas field. 

By amendment to the act on that date in 1946, the allowable acreage: 
was increased to 15,360 acres, and the one structure provision was 
repealed. 

The 1946 act also made permissible holding of not more than 100,000 
acres under option in a single State, but such options were not renew- 
able and limited to a turn of. 2 years. 


In turn, the act of August 2, 1954, effected three amendments, bear- 
ing on oil and gas acreage holdings. 

Allowable Federal lease acreage in any one State was increased to 
46,080 acres,:except that in the then Territory of Alaska the allow- 
able acreage became 100,000 acres. Option acreage in the States and 
Alaska, was increased’ to 200,000 acres, and the option period was 


increased from 2 to 3 years. 

Prior to 1956, the Bureau of Land Management of this Depart- 
ment, as a part of that Bureau’s responsibility for administration of 
mineral leases on public lands, acquired lands, and Outer Continental 
Shelf lands, had for a number of months been investigating apparent 
violations of the acreage limitation provisions of the Mineral Leasing 
Act. 

In 1956, in part as an outgrowth of this activity, a special subcom- 
mittee of this committee held hearings in New Mexico, and took sworn 
testimony of a number of spokesmen for the petroleum industry relat- 
ing to leasing practices. The findings of that subcommittee are 
carried in a committee print that was compiled following the hearings. 

On January 8 of this year, the Department of the Interior an- 
nounced approval of final regulations affecting the Government’s 
procedure and requirements under the acreage limitations provisions 
of the Mineral Leasing Act. 

Without going into detail here, the revision of existing regulations 
was designed to strengthen acreage reporting requirements, and to 
clarify previously existing regulations relating to allowable lease and 
option holdings. 

On the same date, January 8 of this year, Secretary of the Interior 
Fred A. Seaton announced that the Department was preparing to 
move against alleged violators of the acreage limitation provisions 
of the Mineral Leasing Act. 

Since January 8, in three contest ‘actions initiated by the Bureau 
of Land Management on behalf of the United States, in the State of 





154 MINERAL LEASING ACT AMENDMENTS 


Wyoming and the State of Montana, the Department has taken steps 
to cancel a total of 491 Federal oil and gas leases, embracing more 
than 284,000 acres, and involving some 254 individuals, associations, 
and companies. ese actions were initiated on January 26, Febru- 
rr and June 2, 1959. : 

he complaints filed by the Bureau of Land Management are bot- 
tomed on fraudulent soquiattion of rights in Federal oil and gas leases 
through activities.on the part of individuals designed, the Bureau 
alleges, to get around the acreage limitations. 

The complaints charged that named individuals attempted to get 
around the acreage restrictions by ming other persons obtain the 
leases in their own names, while such individuals actually held the 
controlling interest. 

_ Contestees included firms and individuals who are accused of assist- 
ing or conspiring with others to obtain such leases, as well as other 
parties who later acquired interest in them. 

On February 24, 1959, complaint was filed in the U.S. District 
Court, District of Wyoming, at Cheyenne, by one of the corporate 
contestees named in the Department’s January 26 action in that State. 
This ie seg challenges the authority of the Secretary of the Inte- 
rior or the representative of the Bureau of Land Management in 
Wyoming to cancel or to attempt to cancel, by administrative action, 
oil and gas leases issued under the Mineral Leasing Act. 

I might observe parenthetically there that the relief sought would 
seek to enjoin the Secretary of the Interior and his representatives, 
although the Secretary is not named in the complaint itself. 

The action, Mr. Chairman, to which I have been making reference, 
seeks to enjoin any further action by the Department administra- 


tively against designated leases, those leases in which the _—* 


corporation has an interest, and which are involved in the 
ment’s Wyoming administrative contest action. 

nt Anverson. Would the passage of this bill affect this liti- 

tion 
Tar. Axssorr. That is a question that has given us a reason for a 
good deal of discussion, Senator. 

Senator ANpERsoN. You have recommended that S. 2181 be enacted, 
if amended ? 

Mr. Assorr. Yes, sir, we do. 

Senator ANDERSON. My theory and thought is that if it is adopted 
all your actions out there will fall, would they not? 

r. Assorr. I would have to di with that. I would have to 
disagree with that assumption, Mr. irman. 

In the first instance, the legislation mage in some respects be 
viewed as prospective and not fully affecting pending actions. 
Whether with respect to the bona fide purchaser, as it is referred to 
here, if that purports to create a right not previously existing, I would 
assume that the disposition of the matters now administratively being 
considered would be governed by the situation existing as of today. 

At the same time, as you know, an appeal can be taken and would, 
no doubt, under those circumstances, be taken from the administra- 
tive proceeding into a judicial proceeding. 

Senator Anperson. I don’t know that I understand the answer. But 
let me ask you this: You wouldn’t provide remedies, reliefs, for one 


part- 
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group of people and then not apply them to the others who were 
already in trouble, would you? — 

Mr. Ansorr. Well, I assume with respect to the bona fide purchaser 
provision, Senator, and it is one of the items, in view of the time we 
have had, and in light of some of the questions asked in the House 
yesterday, that we would undoubtedly want to further communicate 
with the committee. If it is intended that the relief as you referred 
to it here, applied to those who are involved in present contest ac- 
tions, it is my personal judgment that clear reference or clear intent 
so to do ought to be evidenced in the langauge in the bill. 

I am not certain that it is now so evident. 

Senator Anperson. I am not certain that is the intent. I merely 
asked you what would be the effect with the passage of this legisla- 
tion. I was a newspaper reporter in the days when they got rid of 
prohibition, or prior to it, and later on we got to the point where 
we repealed all of these laws of every kind and description. You 
ought to see what the Federal judges did to bootlegging cases right 
after that. They threw them out the window. 

If you come and say all of these things are done in good faith, every 
other person would be all right, but what happens to the things that 
were done in good faith by people who bought leases from these in- 
dividuals against whom you proceeded—254 of them? 

Mr. Assorr. They total, I believe, 491 leases, Senator, and 254 
contestees. 

I don’t think the Department has ever assumed that a bona fide 
purchaser would not, as the factual situations giving rise to this pro- 

] have been described here—would not have a defense presently 
without this legislation. 

I don’t think the Department has ever assumed that a bona fide 
te defense is not at present available to contestees in our pro- 
ceedings. 

Mr. Bradshaw just points out—and I was. unable to find it in the 
print I have here—on page 10 of the bill as introduced, effective on 
the date of enactment, and so on, down to line 20, referring to pro- 
ceedings, whether initiated prior to such date of enactment or there- 
after, shall have the right to be dismissed—— 

Senator ANDERSON. at page? 

Mr. Assort. I am on page 10 of the bill as introduced, Senator, of 
S. 2181. Our report, of course, was tied to the bill as introduced. 

This clearly states that whether such proceedings have been ini- 
tiated prior to the date of enactment of this act or thereafter, indi- 
viduals shall have the right to be dismissed upon a showing that he 
acquired the interests involving him with such a party in good faith 
without violating any provisions of this act. 

Senator Anprrson. Do I understand by that that all persons who 
have been charged in these proceedings now going on, you say 400 
some, or 254 contestees, or whatever your figure was, all of those who 
can show good faith, if this legislation passed are automatically 
cleared up ? 

Mr. Asporr. It would apply equally ; yes, sir. 

Senator Anperson. Regardless of whether there was fraud in the 
original lease ? 
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Mr. Assorr. Can we put all that together, Senator? You say 
whether there was fraud. 

Senator Anperson. Well, regardless of whether there was or was 
not fraud in the obtaining of original excess acreage, if such there be, 
and this bill then passes, are all those people who have acquired these 
excess acreages through additional lease assignments relieved of any 
responsibility and cleared by this legislation ? 

Mr. Assorr. Well, I think the answer to that is “Yes,” with this 
observation: The language as it is now being considered, after making 
reference to the right of cancellation and forefeiture for violation, 
makes it clear that that right shall not apply so as to affect adversely 
any lease or option for a lease, or interest in a lease acquired in good 
faith by any qualified person, and so on. 

So if there were fraud in the obtaining of the lease—— 

Senator Anperson. And a subsequent party obtained that lease in 
a good faith fashion, even though there were fraud, the person acquir- 
ing it in good faith fashion would be protected in the lease and any 
proceedings against him would be dismissed ? 

Mr. Assorr. Yes; that is the clear intent and I think the effect of 
the language that is contained here, Senator. 

The question we know has been considered by industry sources in- 
volved here, and certainly in the Department, as to whether a lease 
which was born in fraud was void ab initio. 

Senator Anperson. This says it is not. It says all good-faith 
assignments. 

Mr. Azssorr. With respect to successor holders of leasehold interests 
this language does certainly say that notwithstanding the basis for 
cancellation or forfeiture which might have existed with respect to 
the obtaining of the lease in the first instance, a successor interest 
holder shall not be affected adversely upon a showing of good faith 
in acquisition. 

Senator Anperson. And the Department recommends that be en- 
acted ? 

Mr. Assorr. Yes, sir. 

Again, I say as to the defense of good faith, with the caveat on the 
question of void or voidable, in the first instance, the Department has 
not assumed at any point in its administrative proceedings that a 
showing of good faith would not be a defense—if the lease was still 
in existence, of course. 

Senator Anperson. Then why is the legislation necessary ? 

Mr. Assorr. Well, this legislation would remove any doubt that 
might exist on that point, Senator. 

enator Anperson. If the Department doesn’t have any doubt now, 
why does it need reassurance ? 

Mr. Azsporr. I again go back. 

The reason I made the reservation goes to the question of the lease 
actually continuing to exist if in the acquisition in the first instance by 
reason of fraud it would be determined in law that it was void and 
that there was no agreement between the United States and the 
original leaseholder. 

Senator Anperson. If it were determined in law that the lease was 
void, then would not the assignments fall ? 

Mr. Assorr. Yes, sir. 
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Senator Anperson. Then there is a difference, is there not, in this 
bill and what the practice might be? Would it be fair to say that 
the legislation validates all the good faith transactions that followed 
the fraudulent obtaining of a lease ? 

Mr. Assorr. I think that it does on a showing being made and if 
the language is made clear. 

Senator Anperson. I don’t say whether that is good or bad. I just 
want to find out what the legislation provides. 

Mr. Assorr. As I observed, Senator, with respect’ to the contest 
actions which have been initiated, the leases involved include both non- 
producing and producing leases, I made reference to a challenge suit 
that was filed in Federal district court at Cheyenne earlier, and I 
wanted to observe that a similar action has been filed within the past 
10 days, also at Cheyenne, as a result of a contest action initiated by the 
Bureau of Land Management on June 2, 1959. 

The legislation pending before the subcommittee today, S. 2181, as . 
members will have noted, will amend section 17 of the Mineral Leasing 
Act with respect to the primary term and extension of leases there- 
under, would extensively amend provisions of section 27 of the act. 

These proposed changes relate, among other things, to: charge- 
abilities of acreage held under lease and option; the filing of notice 
with the Bureau of Land Management as a condition precedent. to 
options becoming valid; additional cancellation authority, and pen- 
alties attending cancellation; good faith acquisition of interests in 
leases which are the subject of cancellation proceedings; and the 
extension of interest by granting compensating time following sus- 
pension of leasehold rights during contest or judicial proceedings. It 
would also, as we point out in our report, effect a technical améndment 
to section 17(a) of the act. 

A little earlier, Senator, some question was raised regarding—I think 
during the testimony of Congressman Thomson—regarding the rela- 
tionship of what was described as an “immediate objective” of the 
legislation and the proposals relating to changing the law to provide 
that the primary term of the lease shall be 10 years. 

It was noted in our appearance before the House counterpart of 
this subcommittee yesterday that there seemed to be some burden on 
the Department to establish a relationship between our express desire 
to see minimum lease rentals increased and to see the second- and third- 
year waiver provision, which now exists, repealed if the Congress 
is going to at this time and in this legislation effect the change 
which would result in a 10-year primary term. 

In my testimony there I stated that the Department would, indeed, 
urge that if the primary term is to be changed consideration be 
given now in the act as distinguished from that which clearly is the 
authority of the Secretary, to increase the minimum rentals before 
we get into that 10-year period and, similarly, to repeal the second- 
and third-year waiver which presently operates. 

Senator Anperson. Yes. I noticed when they pass a rivers and 
harbors bill or something of that nature they try to put something 
under the Christmas tree for everybody, and if the industry feels 
there is greater stability in a 10-year lease—I don’t like the term 
“primary term of 10 years.” I think it ought to be the “term of 10 
years.” If they are going to act on it, they might as well clear up 
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what I think is an unnecessary incentive by nent the second- and 
third-year rentals. It might put them on a more realistic basis. 

Mr. Axsorr. The provision for a 25-cent-per-acre minimum rental 
was adopted by the Congress in 1935. I am informed that the regu- 
lations in that same year provided for the first time for a 50-cent-per- 
acre minimum rental in the first year and 25 cents for the amending 


years. 

While I don’t know that the Bureau of Land Management has 
settled on particular figures which might be viewed as the desirable 
minimum rental, it would appear that with the waiver repealer a 
minimum of $1 per acre in the 6th through 10th year and any exten- 
sion beyond that would be dictated by the present economics which 
govern petroleum operations and, of course, relate to our general 
economics. 

Senator Anperson. I do not have the figure in my mind as to just 
what year it is, but I think I am safe in saying that a 1935 dollar is 
now worth about 46 cents or 47 cents, somewhere in that range. 
Therefore, if you charged 50 cents for the first year in 1935, you would 
have to get over a dollar for the first year to be even, and a 25-cent 
charge would be 55 or 60 cents now, so that it would only be bringin 
the rates up to what the erosion of the dollar has produced and woul 
not, I think, be too much of a handicap. 

Mr. Assorr. I was interested, Senator, in your observations about 
your own personal efforts relating to attempting to secure an increase 
in lease rentals for this reason: Yesterday the full House Interior 
Committee chairman, who was sitting with the subcommittee, asked 
me if itis not true that the present rentals are minimum and that the 
Secretary of the Interior has all the authority he needs administra- 
tively to increase them. The same question or thought may occur to 
this committee. 

I can perhaps make the same observation here that I made there. 
My observation was this, that not only the present Secretary, but. his 
predecessors seem to have gained some comfort from the guidance 
supplied by the action of Caddies. I think the handling by this 
committee last year of the legislation which. became Public Law 505 
of the 85th Congress, which equalized rentals in Alaska, suggests that 
there is some basis for our seeking that comfort. 

Senator Anprerson. Did we by that legislation raise the rentals in 
Alaska ? 

Mr. Assorr. The result of equalizing them was, yes, sir, to raise 
the rentals. 

Senator Anprrson. Yes. 

Mr. Assorr. The comfort to which I referred, Senator, on this 
point I observed was a sort of togetherness, which appeals to us. 

Senator Anperson. I very frankly say to you that the Congress 
could have done something about this, if it wanted to. I am not 
Panag the Department for not doing it at all. 

But I do know that with the erosion of the dollar, the steady erosion 
of the dollar, a lot of other people changed their charges. 

I think that a change in this would not work a hardship on the in- 
dustry, and I think it would be a useful thing to try to bring all sorts 
of rentals to more proper levels. 
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fi _ blame the Department of the Interior for not walking into 
this field. 

As I say, the Congress had some right to do it any time it wanted 
to. If the Congress is going to simply hide and say, “No, let the 
en of the Interior raise the rentals,” I don’t think it is a very 
fair deal. 

Mr. Assorr. Well, I may say, Senator, and I am sure for all of the 
members who deal with this legislation, and our people, we view it 
from this point. We say we look at not only what it is you are doing, 
but how that relates to effecting the purposes of the act. 

I think that the experience gained over many years—in fact from 
the beginning—by a number of our people who have operated under 
the 1920 Mineral Leasing Act and who are still in the Department 
makes one thing clear. Even if there were not pending proposals 
such as the 10-year-term proposal, it is clear we should look at what 
will help best to achieve the results intended by the Congress in the . 
first instance and, in effect, restated time and again with adoption of 
the several amendments to the act since 1920. To promote and en- 
courage timely and full development of oil and gas resources on fed- 
erally owned lands, consideration should be given now to one other 
aspect—the rental waiver aspect—along with consideration of the in- 
crease in rentals; both of these would be designed, we believe, to best 
achieve the results intended by the Congress. 

I sense, as I think you suggested, and I know some of the wit- 
nesses have, that very substantial portions of industry seem to be in 
agreement on that point. I recall how quickly legislation in the first 
session of the 83d Congress, designed to repeal the second and third 
year waivers, was left lying on the desk of the committees because 
of the rather substantial storm of protest that was raised and the 
inability of members to agree on action at that time. 

Senator Anprerson. I think in the Alaska situation, where we 
brought about a raise of rentals, I had a number of telegrams and a 
few phone calls from individuals, who told me how highhanded it 
was and how awful it was, everything was going to pieces. Yet sev- 
eral representatives of the oil industry that I regard as extremely 
competent and high-grade men told me privately that they thought 
it was a sensible thing to do, that this was a new area that needed all 
the financial help it could get, and that we were well justified in 
increasing these rentals. 

I appreciate the fact that the oil industry did that. I would be 
greatly srk hte if the oil industry wouldn’t recognize that a change 
in the rental provisions might be a good thing. 

We have a number of things that the oil industry get charged with 
and I hope the committee defends, such as depletion allowance, but 
I can’t defend a 25-cent or 50-cent rental for 3 years, knowing it is 


Absa a practice that has grown up that nobody seems to want to 
change. 
Mr. Assorr. May I make this observation, too, Senator, and it is 
a personal ore I believe that if the Congress in this session pro- 
n 


ceeds to amend the provisions relating to the primary or the initial 
term of the lease without seeing fit at this time to follow the De- 
partment’s recommendation with respect to the waiver provisi 
about which we can do nothing, of course, administratively, and i 
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no provision is made for increase in the minimum rentals, in the 
same legislation, I think very serious consideration would be given 
in the Department to administratively increasing those minimum rent- 
als prior to the taking of effect of the provisions relating to the change 
in the primary or initial term. 

Our operational people are convinced that we would thus find ac- 
tivity and requirements best designed to promote the timely and full 
development of these resources. 

Senator Anprrson. If because of Department policy you don’t feel 
able to answer this question, I will understand that. I will put it 
this way: Do you believe the Department would be disturbed if in the 
final drafting of this bill, which has been expressed as a relief bill, 
we tried to increase the minimum rentals and to strike out the second 
and third year waiver? In that way, we would have a little joint 
responsibility for what we might do. 

Mr. Assorr. My first observation would be that there are those who 
would argue that the relief bill had become something else. There 
is an old saying with which you are surely familiar, that with men 
as with horses and mules, the price of the hay is the harness. 

Perhaps it makes a rather more complete piece of legislation. My 
— is not, Senator, that here and now rentals ought necessarily to 

increased. My point is that the Department finds laudible the 
basic relief provisions, as you properly refer to them, as the objective 
of this legislation. There is a time element involved there which 


concededly is not involved in either the 10-year-primary-term pro- 
vision or in legislative action on the provisions presently in law re- 
lating to minimum rentals. If in this legislation provision is going 
to be made for re the primary term to 10 years, then we most 


seriously urge that consi 
rentals. 

And, as I say, I feel that the Department might well, failing that, 
act on its own to administratively increase those minimum rentals. 

Senator Anperson. I notice that I pay a little more for a news- 
paper than I did some years ago; I pay a little more for a magazine 
than I did some years ago. I pay a little more for everything than 
I did some years ago because of this steady erosion of the dollar, which 
is still going on and which will continue to go on. 

I don’t believe these rentals are final now, if we have a 3 to 4 per- 
cent change in the value of the dollar each year, which we are going 
to have with a $12 or $13 billion deficit. You can’t avoid it. 

Mr. Assorr. At the same time the objectives that we feel are built 
in the Mineral Leasing Act would be better met by such action. Inci- 
dental benefit, to what extent hard to determine, would probably come 
through some lesser enthusiasm on the part of people who are simply 
trafficking in leases, who acquire the leasehold interest with no inten- 
tion other than to sit and wait in the hopes that before the term has 
expired—or, indeed, during the first 3 years, ideally—someone will 
become interested in it and they could then begin bargaining for that 
interest. This is a necessary part, of course, of the development under 
the act, but not, surely, to the extent that it is engaged in today with 
the resulting administrative workload, and no doubt with discourage- 
ment of development in a number of instances because of these 
activities. 


eration be given to increasing the minimum 
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Senator Anperson. We had comment on these two bills of Senator 
O’Mahoney (S. 852 and S. 853) which are trying to break up this 
e of offering you a chance to get rich by owning 40 acres of a 
structure that does not exist, by the mail order business. I would 
like to see some success brought to that effort, but I don’t believe, 
as it was pointed out by the witness from Denver, that that will be too 
easy. But if you made them pay 50 cents a year right along, it 
=r be a little bit helpful in breaking up what I regard as a rather 
bad practice. Maybe not. 

If a lease expired during a contest and it were later found that the 
lessee or assignee was not in violation and by virtue of the contract 
had been prevented from developing it, what relief could be provided ? 
Do they have any protection ; 

In other words, if a man is the owner of a lease now and it expires 
2 or 3 years from now while these proceedings are going on in Wy- 
oming, before the court, and they aré now, as I understand it, and it | 
is later found out that this man bought something in good faith, has 
he protection in this bill? 

assumed he had from the language that was in here. 

Mr. . One observation, first. 

The actions that are presently pending, you understand, I know, 
Senator, are administrative proceedings brought by the State super- 
visor. Our contest actions are at the administrative level at this 
time. 

Senator Anperson. I thought somebody had gone into court. 

Mr. Assorr. The action in the judicial forum, brought by Pan- 
American in the first case, against representatives of the United 
States, was to enjoin the Department’s representatives from proceed- 
ing in the administrative contest action. 

Tether Anverson. There is a provision in here with reference to 
the lease term being affected by the proceeding, on page 12. 

Mr. Assorr. Yes, sir. In connection with that provision, which I 
believe is referred to in our report as making available compensating 
time for the time occupied by a contest and/or a judicial action, as we 
view it, it would require the development of regulations which would 
find or assure a procedure to provide the relief to contestees during the 
period of the contest, if at the same time the Department had some 
evidence and assurance that the lessee was not enjoying the full de- 
velopment of his lease and proceeding just as though he were not in 
the contest. 

My point there, Senator, is that we do not feel a contestee should 
be granted both this compensating time and go ahead with the develop- 
ment of his lease. 

Senator Anperson. If he moves ahead and continues with the devel- 
opment of his lease, then he doesn’t need any additional time, because 
he is proceeding. But if he holds back, and a good many prudent 
people would do that, and says to himself, “I am in no shape to put 
my money into this project while I may not have the title,” then, 
certainly, he ae to have some additional time, I feel. 

Mr. Axszorr. It will be noted that in the pertinent language— 


Bffective on the date of enactment * * * any person * * * shall have the right 
to be dismissed 
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and then following that, beginning at line 24, on page 10, of the bill 
as introduced— 

If during any such proceedings with respect to a violation of any provision 
of this act, or any proceeding with respect to fraud under such provisions, 
development rights with respect to the interest involved are suspended pending 
a decision in such proceedings, any person, who in such proceedings is found 
not in violation of such provisions 

and so forth— 

shall have the right to have his interest extended for a period of time equal 
to any period during which development rights were so suspended with respect 
to such interests. 

I think it is important that the 1] age selected is just as we 
find it. It creates a right in the individual, but orderly administra- 
tion, in my view, would seem to dictate that a period be established 
following initiation of contest proceedings, during which the con- 
testee could make formal application, waiving hsi right to drill or 
his right to assign. 

I take it that is what is intended to be embraced by “development 
rights.” At the same time he waives his right to proceed to drill or 
to assign under that lease he would be granted, upon this application 
being made, an extension of that lease for the amount of time which 
would be involved in final disposition of the contest proceedings or 
the judicial action, whichever was involved. 

Senator Anperson. This means that a lease that is involved in a 
pending contest has this provision retroactive to that, does it not? 

Mr. Assorr. Yes, indeed. Certainly it is our intent. 

Senator Anperson. There is some argument about it, but we have 
your assurance where it says that any person who is a party in any pro- 


ceedings, and so forth, that this involves retroactively to these current 
cases ? 

Mr. Assort. I think it does. Beginning on line 17, we say that any 
person who is a party to any proceedings with respect to violation of 


any provision of this act, whether initiated prior to such date of en- 
actment or thereafter, shall have a right to be dismissed as a party, 
and so on. - 

Beginning on line 24, we say: 

If during any such proceedings— 
and it must refer to the proceedings above. It might be well to put 
a clause in there. 


ae during any proceedings with respect to a violation of any provisions of this 


on line 25, and then insert— 
whether initiated prior to such date of enactment or thereafter. 

I think the point Mr. Wood makes is a good one. 

I want to make one additional observation. The use of the term 
“development rights,” as we pointed out in our report, lacks a little 
bit of specification that we bhink ik this rather important relief pro- 
vision should have. Whether the technical Coe would add any- 
thing else to it, in our preliminary discussions on the words “develop- 
ment rights,” it appears that substitution of something like “the right 
= e or “the right to assign” as a substitute clause would seem to 

o tha 
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And while % am on this section, on line 8, we have proposed that 
following the word, “Extended,” the words, “Without the payment of 
rental,” be inserted. - 

Senator ANDERSON. Because he will have been paying rental during 
the time? 

Mr. Aszorr. He will have, up until initiation of the contest, and it 
would comport with our endorsement of the compensating time to 
relieve him of the payment of rental for that suspended period. 

Senator Anperson. May I just say this to you, Mr. Abbott: Lf, 
when you have had a chance to go through the hearings, or review 
what you have listened to here, there are additional suggestions for 
better language, we would be happy to have you submit it to us. 

Mr. Assorr. I appreciate that, Mr. Chairman, because these bills 
in the Senate and House were introduced on June 15 and 17, respec- 
tively. It is evident I am sure on the face of our report that we 
have questioned the use of some language without, as we normally do, _ 
suggesting a substitute. We certainly stand ready to work with the 
committee members or their staffs in developing language. 

Senator Anperson. Fine. 

Mr. Assotr. Other than the observations that are made in our 
report, I have no additional comments to make at this time, no addi- 
tional comments on S. 2181, Senator. 

Senator ANpERson. Do you wish to comment on other bills? 

Mr. Apsotr. Well, yes. 

Senator Anperson. My guess is that whatever is in S. 1496 would 
try to be consolidated with S. 2181, with one or two exceptions to that. 

Senator Allott has a bill and I have a bill with reference to these 
people who are involved —— 

_Mr, Assorr. The outgrowth of the Franco-Western decision; yes,. 
sir. 

Senator Anperson. We may consolidate those two bills or report 
both of those two bills. 

If you have comments on them, in addition to the comments which 
have been received, we would be glad to have them. You reported 
favorably on both of them. I would hate to have you take your time 
on them unless you desire to. 

Mr. Assotr. I have no desire to, Senator. 

I wanted to go back to S. 2181 for a moment, and make an observa- 
tion, because I believe we will be communicating with your staff on 
this point. 

A little earlier with some of the witnesses who preceded me, you: 
were discussing the action by the Secretary looking to cancellation 
of the leases as related to action by the Attorney General. 

We think that a distinction—well, a distinction has been made be- 
tween proceedings in which producing acreages are involved as against 
nonproducing acreage. I think the committee may wish to consider 
another distinction which we feel relates to what ought to be within 
the Mineral Leasing Act itself, secretarial authority and clear au- 
thority, and that is where there is fraud in obtaining a leasehold in- 
terest, as distinguished from holding a leasehold interest which may 
have previously been obtained by fraud. We think, and will outline 
to the committee, why we believe some consideration ought to be given 
to retaining in the Secretary clear authority where a lease has been. 
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obtained by fraud to have the Secretary of the Interior initiate the 
contest proceeding. 

Senator Anprrson. Senator Allott wanted to have a little something 
cleared up here. 

He said, and I hope I repeat it correctly, that at page 10, lines 12 
to 21, it gives the Department permissive authority to cancel, but by 
the provisions of lines 21 to line 10 on page 11, it requires that if 
fraud occurred, if it is a producing lease, court proceedings are 
mandatory. 

Thus, any violation of the limitation involving fraud or involving 
a producing lease cannot be handled administratively but only in a 
court action. 

If it is fraud, you have to have court action; is that right? 

Mr. BrapsHaw. I think under this amendment you would have to 
have court action. 

We feel that if somebody defrauds the United States, deceives the 
Secretary of the Interior and obtains a lease by fraud, the Secretary 
should have the right to cancel that, whether it is producing or not, 
as against the man who committed the fraud. 

Senator Anperson. Would you restate that ? 

Mr. Brapsuaw. We think a distinction should be made between the 
right of the Secretary to cancel a lease, or of the court, where a man 
obtains a lease legally, and begins production, and then violates some 
law. We think that that should properly go to the court. But if a 
man comes in in the first instance and deceives the Secretary and by 
fraud obtains a lease that he couldn’t obtain legally, we think that the 
Secretary himself should have the right to cancel that lease upon 
discovery of the fraud, whether the man has production or not, because 
he came in and deceived the United States and obtained the lease by 
fraud in the first instance. 

Another thing about that is if you say that the Secretary can 
cancel a lease obtained by fraud or obtained in violation of the law, 
before it is producing, but he must go to court if it is producing, 
you are going to subject the defendant in those cases to two pro- 
ceedings involving the same issue of fact, and you are doubling his 
obligation to defend and you are also doubling the obligation of the 
United States to prosecute. 

Senator Anprrson. That is.at least a different point of view. 

Mr. Azsrotr. That is why I thought after studying the comments 
that have been made and the questions that we know have been raised, 
we might more intelligently deal with them in formal comments to 
you so you would have them in hand. : 

It is a most significant point, we think. The House committee 
raised some question about the very language we are discussing here, 
and our proposal that we amend it by inserting the word “instead” 
on line 24, page 9 of the bill. By reason of the questions asked there, 
again I think that we in the Department will have to attend ourselves 
to the several proposals that have been made, sort them out, and make 
observations as to what we feel the effect of the several alternatives 
would be and our views on the several alternatives. 

Senator Anperson. I do think if members of the industry have any 
different feeling from that which was just now expressed, they should 
communicate that to the committee in further comments in writing, 
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because it does:seem that the Secretary of the Interior, if he has been 
deceived, and fraudulent conduct Thea hatte practiced in getting a lease 
from him, that ‘he might be permitted to do something about that, 
That would not be unusual in the experience of the Government. 

I do not know why a man who deceives and who is fraudulent needs 
to have the protection of the court if it can be clearly proved that 
what he does is fraudulent. I may be all wrong on/it, but I would 
certainly like to have the comments of industry on it. 

I know that some agricultural grazing land leases were canceled 
because the Secretary of Agriculture one time thought there was 
something fraudulent about the way they handled it. Nobody went 
into court. 

Mr. Brapsmaw. Senator Anderson, of course, even if the Secreta: 
had that right, the party whose lease was being canceled. would sti 
have the protection of the Administrative Procedure Act. 

Senator Anperson. He can get the Secretary in court, but he has - 
to show why the Secretary made a mistake. 

Mr. Apsorr. In this same general connection, Senator, I know I 
didn’t make it very clear in our exchange on the question of a lease 
being void ab initio, as distinguished from merely voidable, which 
is a general question dealt with, I am sure, in hundreds of decisions. 

There are’ we believe instances where a lease was in the first 
instance obtained ‘validly, where that leasehold interest was ‘subse- 
quently transfererd, and the person who then held the leasehold in- 
oo eld it in violation by reason of the acreage limitation of Federal 
aw. 

That is probably a different situation where there is a suecessor 
holder of the interest, and with respect to this bill, than would be the 
situation where, in the first instance, obtaining of the lease was invalid. 
That isthe only point: I was trying to make. 

Senator Awpgrson. Do you recommend a difference in the penalty 
under those circumstances ? 

Mr. Assort. No. I don’t know that any thought has been given to 
that. I would assume that there might well be different treatments 
of those two actions; that is, the fraud against the Secretary in the 
first instance as distinguished from a violation which occurs by reason 
of overac: which might thereafter occur. 

I wondered if the Senator, and I know he did not, in making ref- 
erence to 5 days one time and 500 days the second time was suggesting 
a standard if this legislation were adopted. 

Senator Anpmrson. No, I would give him 5 years the second time. 
I wouldn’t mind the first time. I would let him off very light. 

But I surely believe there is such a thing as a habitual. criminal. 
A man can’t make that sort of mistake two or three times without 


mowttig what he is doing. cies 
Mr. . With respect to these other pending bills, Senator, I 
have no desire to enlarge upon the reports of the Department. I 
would again point out that we do not have, I believe, in the Senate, 
counterpart legislation for the House bill which resulted from our 


executive communication on the second- and third-year waiver. 

The executive communication I was referring to in the House bill 
was H.R. 2363, and it provides for repeal of the second-.and third-year 
waiver, and. would also establish a minimum rental of 50 cents per 

43012—59—pt. 2—_9 
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acre. That ere to the Congress was made, or that transmittal was: 
made to the Congress, on January 16, 1959, and at that time we did 
not have pending in the Congress the proposals relating to changing 
the primary term. 

Senator Anperson. I think you will have one pending in the Senate 
before too long. 

Mr. Azssort. We would be grateful, Senator. 

That concludes my statement, Mr. Chairman. 

Senator Gruentna. I have quite a few questions for Mr. Abbott, 
Mr. Chairman. 

Senator Anperson. Can you return at 2:30? 

Mr. Asgort. Y 


‘ . Yes. 
Senator Anprrson. Senator Gruening will be presiding at that 
time, I believe. I hope to be back. 
(Whereupon, at 1:10 p.m., the subcommittee recessed, to recon- 
vene at 2:30 p.m., the same day.) 


AFTERNOON SESSION 


Senator Grurenine. The meeting will please come to order. 

Senator Allott has a few questions. 

Senator Atuorr. Mr. Abbott, I would like te have you turn to the 
committee print, S. 2181, at the bottom of page 8 and the bottom of 

9. 

PuThe questions that I want to go into with you here are questions that 
I had intended to go into with Mr. Thad Smith, and I had delayed 
questioning other witnesses about them because I knew he was an 
attorney and knew he would not mind giving his opinions on these 


matters. 

In order that there will be a record here, and I have to go to an 
Appropriations Committee conference in a few minutes, upon which 
this committee can act, and upon which other gentlemen here may 
comment if they wish later, I would like to ask you about the provisos 


with respect to sew oars 


A group of us have been discussing it here informally for some 30 
minutes, and I have raised the question as to whether the language 
of this bill is sufficient with — to recording of the various instru- 
ments with relation to leaseholds, and options, and assignments, as 
well as operating agreements to actually form a good faith upon which 
we can legislate, especially when we are legislating in the field where 
Srp will be deprived of their interest because of good faith or 
ack of faith or fraud. 

In other words, to paraphrase this in still another manner, while 
you are catching up with me, it seems to me that what this bill should 
contain in this respect, and I am not sure at this moment that we 
should pass the bill unless we have something substantial in this 
respect, is that when a person goes to seek and examine the title with 
respect to a given piece of property at the respective office of BLM, 
he should there be able to find a record of the lease and the issuance of 
the lease should be presumptive of its bona fide character and nature, 
any assignments, any options relating to that lease, and that any 
assignments, or options, or operating agreements will not be valid 
until such time as they are recorded in the office of the BLM, and that 
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these should then become public records and constitute notice. I am 
using that in a legal sense. Otherwise, it seems to me that we are 
erpetuating a system which is going to grow worse, cannot grow 
tter, and it might even help some of the situations under S. 852 
and S. 853, which are sought to be touched in a different way. 
Would you comment on that? 


STATEMENT OF GEORGE ABBOTT, SOLICITOR OF THE DEPARTMENT 
OF THE INTERIOR; ACCOMPANIED BY CLARENCE R. BRADSHAW, 
ASSISTANT SOLICITOR, AND MAX CAPLAN, MINERALS STAFF 
OFFICER, BUREAU OF LAND MANAGEMENT, DEPARTMENT OF 
THE INTERIOR—Resumed 


Mr. Assortr. First, Senator, and to be consistent with our report, I 
would like to point for a moment to the language in the bill S. 2181 as 
introduced. On page 8, beginning at line 15 and running down: 
through line 13 on page 9, we have the langauge to which you make 
reference. 

Senator At.orr. That is beginning with the words: “No such option 
shall be valid”? 

Mr. Assorr. It begins, Senator, with the words, “No option for an 
oil or gas lease on any lands held under the provisions of this act.” It 
is line 15, page 8. 

Senator Atuorr. I find it now. That is line 18, page 8 of the com- 
mittee print. 

Mr. Aszorr. Yes, sir. That sentence when read together with the 
sentence which follows it created some difficulty for the people in the 
Department who reviewed the language in question here, and it is 
prefatory to the filing requirements to which you made reference. 

It is evident to us that there would have to be an amendment here to 
make clear what it is we are doing. We suggest elimination of the 
language which reads: 

No option for an oil or gas lease on any lands held under the provisions of this 
act shall be entered into for a period of more than 3 years, without the prior 
approval of the Secretary of the Interior, and no person, association, or corpora- 
tion shall hold any such options at one time on more than 200,000 acres of land 
in any one State, except Alaska and Hawaii. 

All that sentence does, it appears, is preserve, as it is in the existing 
law and it repeats existing language, as you will recognize, a 3-year 
option ars 

Senator Autzorr. In other words, if this first.sentence of the mate- 
rial you have spoken to here is stricken, it would not detract nor add 
an thing to the esent law ? 

‘ » Yes, sir; it would remove the 3-year limitation on 
options which presently exists, but in view of the elimination of the 


distinction between option holdings and leaseholdings, we do not feel 
that it will be necessary to continue that 3-year limitation. In short, 
your option would match your lease, or could match your lease. 

Senator Axxorr. In other words, what you are advocating now is 
that options may be for more than a period of 3 years, and could be 
for the remaining life of the lease when the option was given? 
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Mr. Assorr. Yes; and the language also taken together with the 
sentence that follows, unintentionally, I am sure, appears to create a 
double limitation. 

Mr. O’CattacHan. May I interject. That is not unintentional. 
The Senator is fully cognizant of that double chargeability. 

Senator Atiorr. Which double chargeability are you speaking of? 
_ Mr. O’CatiacHan. “No such option shall be valid,” et cetera, and 
it goes down into page 9, line 6: 

For the area in which the land under option is located, and every option shall 
until exercised be charged to both optioner and optionee: 

Mr. Assorr. I wasn’t referring to that portion of it. My expression 
of concern was retaining these two sentences where references is made, 
in the sentence which I have just suggested might be eliminated, to the 
200,000:acres and reference in the following sentence—— 

Mr. O’CatiacHAn. Reference to 200,000: in that sentence which 
comes out of the law was left there specifically. I wish I could com- 
ment more fully as to why Senator O’Mahoney wanted it that way, 
but he did. That is all I can state at the moment. 

Senator Ariorr. That is right.’ That 200,000 acres is in that par- 
ticular sentence. 

Mr. O’CatuacHan. Yes. 

Senator Arrorr. In other words, as the bill is now pending before 
us, this is not an absolute waiver of the difference between options and 


eases. 

Mr. O’CatiaGHAN. No, sir, that is right. 

Senator Ansorr. Because you can still only hold 200,000 acres of 
the: options at one time. However, let’s get away, if you can, from 
these questions and I would like, if you would, Mr. Abbott, to direct 


your comments to the p s I have made, because I will say that 
unless I should be persuaded otherwise, it will be my intent to amend 
this bill along these lines. 
Mr. Axssort. I think perhaps it would be helpful if Mr. Bradshaw, 
from an apecsonss standpoint, commented on how the records are 
d Pe 


presently and maintained, Senator, and it. would go to the ques- 
tion raised. 

Mr. Brapsuaw. Senator, as I understand your comment, you would 
suggest that there would be spread on the open record available to the 
general public practically every transaction involving title in connec- 
tion with an oil and gas lease. 

Senator Atxorr. Every transaction. 

Mr. BrapsHaw. Every transaction. We do not do that now in the 
land office. What happens is the issuance of the lease is before you 
on the tract book. If an assignment is made that is not ‘recorded on 
the tract book, and for the very obvious reason that we would require 
& great expansion of our available records in order to maintain all of 
those transactions; in other words, if you make the land office sub- 
stantially similar to a county recorder’s office, which of course is all 
right in a county. However, here is what we-do: 

Any o is interested in acquiring assignment or interested 
in an oil and gas lease can have access to the lease file itself, ee 
all of the original leases. He does not have to depend on the record, 
but he can go to the ee record and see exactly what the status is. 

Senator In Colorado you have 23 million acres in the public 
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domain and roughly a million of acquired lands'resulting ina little 
over 24 million acres of land, or 36.1 percent of the State ownership, 
justasan example; A very small part,of that is.under lease, is it not? 

Mr. Brapsuaw. I could not you any figures. I would say a 
fairly substantial part of it is. Of course, you would have to exclude 
out of that probably a lot of the amount of forestry which may not be 
under lease. 

Senator Attorr. Mr. Bradshaw, my point is that you cannot very 
well talk about bona, fide purchases, and you cannot talk about pur- 
chases in good faith for value unless people have a public record where 
they can go and ascertain what the ownership is. We have this with 
respect to counties. Why should we not in this area have the same 
applicable principle. 

Mr. Brapsuaw. Senator, I think you do, actually. Maybe you did 
not understand me correctly. If a man is interested in lease aid, if. it 
were a county proposition, he could go to the county records and run — 
the index and go to the recording instruments, but in the land office 
he would ask to see the file itself, which contains the lease, contains the 
approved assignments, and under this bill would contain a record of 
all options and everything. 

Senator Atxtorr, Then I would go to the land office and I would say, 
“IT am interested in the township of,” we will say, “1660.” That would 
make it probably public land in Colorado. I am interested in that. 
You would then hand me a file which contained all of the leases with 
respect to that township. 

Mr. Brapsuaw. No. You could go to the tract book and on the 
tract book you would find all of the leases within that township, and 
if you were interested in all of them and wanted to get an assignment 
of all of them or an option on all of them, you would say so. 

Senator ALLorr. This amounts to the same thing, but you get to the 
same place ¢ 

Mr. BrapsHaw. Yes. In other words, your tract book in effect is 
your index. 

Senator Antorr. Then why should these not constitute public rec- 
ords? A person who goes to this should be aware of the assignments. 
For instance, if I take an assignment of an oil and gas lease from some- 
body I presume, and only presume, to be a friend, in private lands, and 
I have looked at the record, I can take that assignment and put it on 


record and protect myself, but if I do not P 
look at the record, then it is just my tough a 

What I am trying to do and the subject. I am speaking to is to try 
and bring this, and perbape it will operate administratively different, 


rotect myself or if I do not 
uck 


as you described with your tract book, inte the context that these agree- 
ments must. be filed so that any person coming to look at your original 
file or whatever it is of these instruments, can tell the status of a given 
lease at a given time. 

Mr. BrapsHaw. Now, we have everything already. At least we 
have a requirement with respect to all the instruments, that they 
must be filed for record, and this would include the option. We re- 
quire them also to be filed in the land office. Heretofore they have 
been filed in a more central location, but we have the requirement for 
at You also have the administrative procedure which makes 
available to any person who is interested in oil and gas leases that he 


wants to look at. 
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Senator Atxorr. The statement was made here that these are not 
public records. 

Mr. Brapsuaw. They are not public records in the sense that they 
are out in the open where any member of the public can come in and 
look at them. 

Senator Autorr. Neither is the county clerk’s records. 

Mr. BrapsHaw. In a sense I think that is right, although I think 
most anybody who wants to go in and run a title could do it without 
showing credentials, but in the Land Office, if you want a file of a 
case, you have to ask for it, and you have to show that you are not 
in there just shopping. 

Senator ALorr. re) you wanted to get away from this fact, it would 
simply amount to another entry, we will say, with respect to tract a, 
tract 1, or however you designate them, showing the subsequent in- 
struments that have been filed with respect to that particular thing? 

Mr. Brapsnaw. That is true. 

Senator Attorr. That is all it would require, which would get you 
away from people coming in and going through your original 
documents ? 

Mr. Brapsuaw. That is true, yes. Well, we require just as a matter 
of protection actually that a man must indicate some interest that 
would justify him in seeing these files. 

In other words, we do not let strangers come in and say, “I would 
like to see so and so,” without giving an indication of sincere interest. 

Senator Atnorr. Why not? Itis public property. 

Mr. Brapsuaw. It is public property, that is true, but the per- 
sonnel of the office is limited. ey have many duties and they can- 
not be running through a file and pulling cases out just for the fun 
of it. If a man says that he is interested in getting as assignment, 
or taking an option, or anything of any lease, then it is made availa- 
ble to him as a matter of course. That is the practice. It seems to 
me to carry out your intent everything is done except one thing, 
and that is the plain statement in the record to the effect that a per- 
son who takes an interest in a lease has the responsibility of seeing 
himself from the record that the interest is good. In other words, 
that is the one thing that is not expressed here. 

Senator Atxorr. I am relying on the record too. 

Mr. Chairman, I tens your passing this time over to me like 
this. I am going to have to go, but I hope that any of these gen- 
tlemen who want to comment about this, particularly gently, will do 
it, because I feel that we need more than is in the pall right now to 
tighten this up. I do not feel that even if we say these are public rec- 
ords you are going to be subjected, any more than the county clerk 
is subjected, to everybody just coming in and leafing through this stuff 
day after day. It is too dull for anybody to do that. It seems to me 
that we have to do something like this if we are going to make the 
other steps that we are trying to accomplish under this bill meaningful, 
and if you want to comment more on this after I leave, Mr. Bradshaw, 
I would be very happy to have you doit. 

Mr. Azsort. I was just going to say, Senator, that we in turn with 
your committee staff, and with the several industry association com- 
mittees that have worked on this, would welcome any suggestions 
which both from an industry standpoint, and from the standpoint 
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of our own administrative people, would make more readily ascer- 
tainable the total holdings and the specific holdings within that 
total holding. 

Senator Atiorr. We are trying to bring order out of one chaos here 
‘and maybe we can bring a little more out of it by adding a little bit 
‘more. 

Mr. Assorr. Without creating a new form of it. 

Senator Atxorr. Without creating a new case, I hope. 

Senator Grugenine. Senator Allott, I was hoping to conclude this 
afternoon, but if you would like to have it further go on, we can go 
on tomorrow. 

Senator Atxtorr. No; that is perfectly all right. There were about 
‘a dozen of these people that were sitting around here. I mistook the 
time and got here a half hour earlier. We just happened to get into 
‘this conversation about it and if any of them care to comment on it, 
I would be very happy to have them do it, and then when we get . 
into a markup of the bill in the committee, we can consider these 
things, Mr. Chairman. 

Mr. Assorr. Senator Allott, if I may, in response to your question, 
the Geological Survey’s conservation records show that leases under 
supervision in Colorado as of March 31, 1959, include 10,373,504 acres 
of public land leases, and 610,126 acres acquired land leases. 

enator Atxorr. That is roughly 30 percent. 

Mr. Axszorr. It would be rounded out to a total of about 11 million 
acres, 

Senator Attorr, That is 11 million acres out of a total of 24 million. 

Mr. Aszorr. Almost 50 percent. 

Senator Atxotr. Thank you.very much. 

Mr. Assorr. Mr. Chairman, if I might take a moment or two be- 
cause Of our discussion of the language which precedes the filing 
requirements, in referring to the language which we suggest could be 
eliminated, the members will have in mind, of course, the ag; te 
limitation is set elsewhere in this section as it is proposed to be 
amended. 

Our difficulty, as we observed in the report, was that we did not 
entirely understand the significance of the new sentence to be added 
to section 27, which is found starting at page 8, line 22, ee 
when read together with the preceding sentence, and the observa- 
tion made in our report was this: 


The latter part of that sentence— 
referring to the one starting at page 8, line 22— 


says that an option shall be charged to both optionor and optionee until it is 
exercised. Acreage under option is charged to the optionor as acreage under 
lease and to the optionee as acreage under option. 

We see no reason to alter this present practice, and indeed do not 
‘understand what changes could be contemplated. If it is intended 
to relieve the optionor of a lease acreage charge, then we, as we stated 
in the report, would be opposed to it. On examination of these two 
sentences we suggest the elimination of the first of the two sentences, 
and then on line 22 striking of the word “such” would accomplish 
what we believe to be a desirable purpose, if our position as stated 
on this is taken into consideration. 
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* The language would then read : 


‘No option shall be valid unless notice thereof, including the number of acres 
under option, the names of all parties thereto and their respective interests, and 
obligations, undertaken thereunder by the optionee, is filed in the Land Office of 
the Bureau of Land Management for the area in which the land under option 
is located and every option shall until exercised be charged to both optionor 
and optionee. 

Mr. O’CatiacHan. May I respond to that, Senator? 

Senator Grugnine. Yes, indeed, Mr. O’Callaghan, glad to have you. 

Mr. O’CatiacHan. The thought of Senator O’Mahoney, if I grasp 
it correctly, is this: 

He left in the reference 200,000 acres, not withstanding that in an- 
other place in the bill the prior distinction between leases and options 
was erased, He inserted the principle of double chargeability with 
the thought in mind, I believe, that this would be charged as options 
against account of both the optionor and the optionee, to which 
there would be two charges against the same acreage, the idea bei 
there would be then some incentive to have those options siciaed, 
because the persons who gave the option would prefer, presumably, 
the companies that took them from them, to get their exploratory 
work finished and come to a decision with respect to what they wanted 
to do with the acreage, either develop it or let it go back and somebody 
else deal with it. 

With that thought in mind, I am wondering if the insertion here 
on the committee print on page 9, at the end of line 6 of the phrase 
“As an option,” would clarify the situation, and if it does clarify 
the situation, what do you think the Department’s response would 
be to that? 

Mr. Assorr. I would not want to give it finally, Mr. O’Callaghan, 
but I would like to make this observation. If I understand you cor- 
rectly, the desire was to have chargeability for both optionor and 
optionee. I think in that respect the Department and Senator 

*Mahoney are not too far apart. What we are saying is that the 
optionor would be charged with lease acreage and the optionee would 
be charged with option acreage, and since we have eliminated the 
distinction between option and lease acreage, if our suggestion with 
regard to the previous sentence involved is favorably considered, it 
would seem to make no difference. 

You then still have a double chargeability where you have an ag- 
gregate 246,080 acre figure. I think perhaps we are talking about the 
same thing. In a sense by Snenee distinction, you are do- 
ing no violence if you say that gr charge both with option 
acreage, except that there would be little point in charging as option 

that which is lease acreage, and’ goes more to recording 
and how the recording is shown and the determination as to holdings 
than anything else. 

With that observation, Senator, unless Mr. O’Callaghan wanted to 
add something, I think here again it perhaps deserves a further com- 
ment by us, and perhaps that only after we have had an opportunity 
to talk further with Mr. O’Callaghan. 

Senator Gruznine. Mr. Abbott, I want to ask you a few questions 
about the Alaska provisions or lack of provisions. You accept, of 
course, the proposed change in this bill for the States making a total 
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of 246,080 acres either for option or lease, but you do not want any 
change for Alaska. 

You state that as the bill is now written, there would be no limita- 
tion in Alaska. I understood from some of the witnesses the other 
day that the previous legislation would prevail in the case of Alaska, 
which is an option of 200,000 for lease. 

You do not visualize that those words in the act excluding Alaska 
and Hawaii, “Except the States of Alaska and Hawaii,” would give 
us unlimited acreage in Alaska, do you? That is on page 7, line 13, 

Mr. Assorr. Is that in the bill as introduced, or the committee 

rint ? 
r Senator Grurenine. The committee print, but I imagine it is the 
same. 

Mr. Assorr. I had es Senator, that the language to which 
you refer was in fact, and I would have to look at title 30, was act- 
ually a substitute for the language that is now in the act. By . 
the exception which is carried at line 10 on page 7 of the bill as in- 
troduced, and it is the same language to which you refer, there would 
then be no acreage limitation for Alaska. 

Senator Grurentne. That might be a very desirable prospect. 

Mr. Assorr. I was not commenting on that — enator. 

Senator Grugenine. However, I gather that the witnesses the other 
day indicated that if we wanted to make a special provision for 
Alaska in this act, we would have to cancel the provision legislation 
or have some language to that effect. However, let us assume for the 
sake of argument that we do not aspire to an unlimited acreage, but 
something larger than we now have, and I want to ask you some 
questions about the Department’s report on the other bill, the bill 
which Senator Bartlett and I have introduced, S. 1855. 

Mr. Assorr. I believe we have been advised, Senator, by the com- 
mittee that this would be up for consideration on Monday, but again 
we would be happy to comment on it today, if we can. 

Senator GruEnine. This is pertinent because of the fact that there 
are these references to the bill. In your departmental report, and 
we requested that the acreage be raised to a million acres in Alaska, 
you recommended that it be not enacted, and you indicated your view 
that there should be no change in Alaska except possibly one north 
of the Brooks Range. 

You see that map there at that topmost line there, which broadly 
runs along the crest of the Brooks Range from East to West, and it 
is north of that region on that departmental report, suggests there 
might be an increase, but it does not specify how much. a am rather 
struck by the fact that in your report in which you recommend that S. 
1855 not be enacted, it is stated that climate and terrain make oil 
and gas development more difficult in Alaska than elsewhere, and that 
oil and _ exploration development in Alaska involved great cost 
and the difficulty has long been recognized. 

I find it difficult to recognize the acknowledgment of that fact 
with the unwillingness of the Department to make some modification 
for Alaska. Actually the costs are approximately three times as high 
and there are other factors besides the climatic factors. There is the 
inadequacy of roads, which is due largely to inaction on the part 
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of Congress through the years and not including us in the Federal 
highway legislation. 

ere are these high freight rates, which is due to an act of Con- 
gress in 1920. I should think’that the Department which is concerned 
with the development of Alaska would recognize that, and make some 
provision for this. 

L.wish you would comment on that. 

Mr. Asgort. I would be happy to address myself to it, Senator, with 
this observation : 

We, in our report to this committee, pointed out that on the basis 
of the understanding and operational observations that technical peo- 
ple in our Department have made, we did not see evidence of the de- 
sirability of an increase in the acreage limitation now. 

We further stated, as you will recall, that if testimony adduced at 
hearings on this bill suggested that there was a different perspective 
held by industry or others, then we certainly would reexamine our 
position. We have been doing just that, and I = that we will be 
able to formally report to you on Monday next when we have been 
asked to submit that formal report. 

Senator Gruenine. I am g ad to hear that, because certainly a de- 
gree of uncertainty was manifested in that last sentence. 

Nevertheless, we recognize that oil and gas development is more costly and 
difficult. However, if other parties bring to the attention of the committee and 
the Congress justification for the enactment of such a bill, we will be pleased. 
to review our findings. 

We wish you had done that in the first place. What departmental 
people did you consult to arrive at the original findings of no in- 
crease 

Mr. Assotrr. As you know, Senator, I have made reference this 
morning to the function of the Bureau of Land Management. That 
agency for a number of years, and under a predecessor title, has been 


responsible for administering leases under the Mineral Leasing Act, 


among other acts. 

In turn, the Geological Survey has responsibility for development 
under these leases and management of the conservation aspects. As 
I think I stated earlier, that agency, as you well know from your 
experience here and previously in Alaska, has responsibility with re- 
spect to all Federal lands relating to the topographic and geological, 
and mineral and water regions in many respects. 

These two agencies or their predecessors in the Department have 
behind them, of course, 39 years of experience, or nearly 39 years of 
experience, in administering the Mineral Leasing Act of 1920. 

e consulted with them with respect to the present situation in 
Alaska-the acreage under lease, the known development activity 
on those lease acreages, the indicated future development activity on 
those lease acreages—and this was true whether it was acreage held 
under wildcat leases, acreage included within unit agreements that 
had been approved by the Department, acreage that had been ap- 
proved for inclusion within development contracts, or whether it was 
acreage held under a cooperative or operating agreement. 

We concede, Senator, that the experience table at the moment is 
limited, as you know better than I, with the drilling and discovery 


on the Kenai Peninsula in Alaska in J uly of 1957, at a time when, as: 
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I recall, certainly just 2 to 3 months previous to that, there were 
something in the neighborhood of 214 million acres, let’s say, under 
lease in Alaska. 

As we indicated this morning, the present acreage under lease a 
roximates 25 million acres in Alaska, and an additional 14 or 15 mil- 
ion acres are the subject of pending lease offers or application, which 

are awaiting handling by the Bureau of Land Management. 

Comparing the activity within unitized areas and comparing the 
activity within those areas that have been the subject of development 
contracts approved over the past several months by the Department, 
it appeared to the technical people as it does to me, that the develop- 
ment contract. device, which we believe was written into the Mineral 
Leasing Act in anticipation of just such special circumstances as exist 
in Alaska, has served as the necessary relief or escape valve from the 
present acreage limitation in Alaska. At the same time it has proven, 
and it may bea little premature to say proven, but at least it appears . 
to be the device which would most nearly at this time, and under 
present circumstances assure keeping faith with the basic purpose of 
the Mineral Leasing Act, that is, we view it as the approach most 
likely to produce timely, and fullest and most widespread develop- 
ment in Alaska. 

I am sure that that is a highly desirable objective. I think that it 
is an objective that you and I share as a desirable objective, and a 
parently there is not complete agreement on the way that it might 
achieved. 

The reference to 1957, and my own concession that there is perhaps 
a limited experience table, meant just this: Only 2 years really have 
elapsed since the beginning of what has become an unprecedented oil 
and gas leasing activity in our history. As limited as it is, the ex- 
perience table suggests that the only place, with one or two exceptions, 
that there is prey developed in Alaska, is within the particular 
acreages to which I have referred, those subject to unit agreements 
or those that were the subject of development contracts. 

Senator Grurentne. The experts that were consulted in the Depart- 


ment were the Bureau of Land Management and the Geological 
Survey ? 


Mr. Asporr. Yes, sir. 

Senator Grugnine. And they felt that no increase was necessary ? 

Mr. Axssorr. I would put it this way, Senator: We rarely have una- 
nimity among our technical people. Indeed, if we did it on a poll 
or vote basis and did not have people who had to make the final deci- 
sion, where there is some division of opinion, I do not know where we 
would wind up on a poll basis. I say that because, as you well know, 
there are people in industry, as indeed there are people elsewhere, 
who as a Carentan view believe that there should be no acreage limita- 
tion at all under the Federal Mineral Leasing Act. Yet I think 
the Department is in agreement in the Bureau of Land Management 
and in the Geological Survey not that Alaska should not have an acre- 
age-limitation increase, but that the experience table thus far suggests 
that it might be well to defer increasing at this time, and I mean, 
among other things, this year, the acreage limitation with the thought 
that we might wind up with great masses of acreage in the rather 





176 MINERAL LEASING ACT’ AMENDMENTS 
sprawling new State, which would in a sense be held as reserve 


acreage. 

They are held or interests are acquired in the first instance on what 
are described by the Geological Survey as some 13 basin areas. That 
acreage being acquired perhaps by a company that has a little room 
before they get to the ceiling in their acreage limitation makes it 
highly danrchle. in the great competitive activities that are involved 
in oil development for other companies active in Alaska to have an 
insurance policy, so to speak, in an area where development is going 
forward. 

The concern is that with the substantially increased acreage limita- 
tion we would not be doing the State of Alaska a favor, since the 
ultimate benefit comes, of course, through the production of petroleum 
and the royalties and income that flow from that, as measured against 
what is certainly an immediate benefit, that is, lease rentals. 

If you have only the lease rentals to show during the first 4 years, 
and 364 days, or indeed 9 years and 364 days, it is true that the State 
of Alaska and the United States would be ahead. But they would be 
ever so much more ahead in their overall economy and in terms of 
income to the State, if we can take those steps, and through the coop- 
eration of the officials in the new government in the State of Alaska 
that will assure in many areas in Alaska discovery drilling going 
forward, drilling to production or attempting to drill to discovery. 

The development contract, as I say, is one device. It has been only 
sparingly used with respect to oil development in the time that it has 
been on the books. 

There is certainly one outstanding example that is used in con- 
nection with gas development in the San Juan Basin, but we had some 
doubts in the Department because the provision in the law itself is 
a very brief one. It supplies only the barest guidelines to the 
Department. 

e had some doubt as to what precise criteria should be applied 
in considering development contract requests. We have approved, 
as you know, and perhaps this was set out in the testimony that was 
given at the initial hearing on S. 1855, a number of development con- 
tracts, approved and presently outstanding. 

We have several applications at the moment which are at one 
stage or another of consideration in the Department. I think per- 
haps the report, rereading it now, that was submitted on S. 1855 with 
respect to your first observation, the area north of the Brooks Range, 
may have unintentionally put too much eee on the fact that this 
area was remote, that the terrain was such operations were par- 
ticularly difficult, and suggested that there are now indeed difficult 
and remote areas with limited access in the interior of Alaska and 
extreme southwest Alaska, and within a very short airplane hop from 
the city of Anchorage. 

A ae which deserved perhaps greater emphasis was the fact that 
the Department had not, and primarily because of the survey situa- 
tion, gotten around to releasing for oil and gas leasing the acreage 
in the so-called PLO-82 area north of the Brooks Range at the 
time this intensive activity really reached its peak. 

In ap the companies whose representatives were t in 
Alaska pretty well absorbed their allowable acreage limits, and 
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I think that point with respect to the area north of the Brooks Range 
is more persuasive with me personally, I think it is the pivotal 
point in the Department’s position, that is more persuasive than the 
fact that this is also an area where access is difficult and the eco- 
nomics of getting in are rather formidable. 

Senator Grugenina. Those of us who know Alaska feel that there is 
not a tremendously wide difference between the accessibility and cost 
of any of those larger areas except possibly a few right along the 
coast. I mean if you take those large blue areas in the central part 
of Alaska, those are remote from roads. Getting to them is prac- 
tically as difficult, though it may not be quite as difficult as north of 
Brooks Range, but that distinction really does not relate to the facts. 
All Alaska that is inaccessible is costly. 

Mr. Apsotr. We have, in connection with the development con- 
tracts—thus far approved and proposed, development contracts which 
we have been discussing—tried to recognize particular factors, For 
example, one area which is presently under development contract is 
heavily glaciated, as you know, and getting in and merely getting 
equipment on sites—and I note that is one of the areas in blue there— 
in spite of their proximity to a deep-water harbor and several air- 
ports, presented very particular problems. So remoteness was not 
the sole answer, and some of the more rugged terrain in the area that 
I note you have on the map there east of the Seward Peninsula would 
present some challenges that even the coastal areas with their peculian 
problems would not. 

' We frankly have had to play by ear and have very much relied on 
the accumulative knowledge of the administrative and supervisory 
personnel and their analyses of these development contracts. 

Again I want to make it clear that I do not believe the Depart- 
ment’s position, unless we put it poorly in the report, is one of op- 
position, period, to increasing acreage limitation. We would hope 
that you and the people in Alaska would examine with us the desir- 
ability of deferring at this time the increase with the possibility of 
just one more season’s operating experience because, among other 
things, wildcat lease acreage will have advanced another year into 
the primary term of those leases—defer until we have that additional 
experience table. 

nator Grusnina. Of course, this is the time when there is a great 
interest. in oil in Alaska and the inclusion of Alaska in the so-called 
relief bill. We would like a little relief too, which would greatly 
stimulate the interest and the investment. 

Mr. Assorr. Senator, on analyzing the testimony given by Mr. 
Goodwin when he a: and as a result of a discussion which we 
had with Mr. Frank Rogers of the Western Oil & Gas Association, 
when Mr. Goodwin, who anpenrets among other things, as a spokes- 
man for that association, I think this fact eme : We can concede 
that the one particular point of criticism of the development contract 
approncn opens to be valid. With the publicity given to the fact 
of approval of a development contract not too surprisingly competi- 
tors or potential competitors have immediately leaped to the scene, 
and the would-be developer finds himself facing .a situation where 
huge chunks of the area within the exterior boundaries are tied up. 

We are examining into the question of proposing a change in our 
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rocedure which would fix a 90- or 180-day period within which the 

veloper would have an opportunity to get his lease option com- 

mitments, or whatever they might be, if he proposed to go into that 
area. We have reached no final judgment on that. 

Senator Gruenine. Of course, it occurs to me that in addition to 
the far greater costs and difficulties of exploring and drilling for 
oil in Alaska is the question of a large area. 

We have a map here that will show you just for illustration the 
comparative size of Wyoming and Alaska with a square that illus- 
trates it, a little bigger than the 246,000, but it is 300,000 compared 
to a million. You will see that makes a very small dot on the large 
surface of Alaska. 

Actually, while acreage in the Western States, in the public lands 
States, do not vary with the size of the State, with the exception 
of Montana and California, they are not very different in their size, 
and Alaska would represent the area of about seven or eight of those 
Western States, so actually we would have no more acreage per area 
than many of these States if we had three or four times as much 
as we have now. 

Therefore, we think that a million acres is not an unreasonable 
figure if you compare, for instance, Idaho with its 52,000 square miles. 
One one-hundred-fifteenth of that area would be the equivalent of the 
maximum allowed there, and you go through the other States and 

ou find they are all smaller ions, whereas in Alaska it would 
- a one three-hundred-sixty-fifth. 

In other words, it seems reasonable with this tremendous area than 
the additional difficulties, that a larger amount be given than is given 
to the other States. I think that is just being realistic. 

Mr. Assorr. I think up to a point, Senator, there is no doubt that 
the relative size of Alaska ought to be recognized and, in fact, of 
course it has. I am sure modestly in your view, but of course Alaska 
does have the 100,000 acres permissible as against 46,080 in the States. 

When we discussed this point recently the point was made that the 
State of California, for example, with about 101 million acres of Jand, 
‘ and some 46 percent of that federally owned, has exactly the same 
acreage limitation as the State of Nevada with 87 percent of its 60-odd 
million acres of public lands. Pehraps this is what Senator Ander- 
son was alluding’ to in his comment this morning, in what connection 
I do not recall, about a series of different provisions, although he 
also added a series of different formulae being applied. 

The size factor is one factor. We note that the State of Alaska, 
and it has the advantage in its first legislature of taking lessons from 
each of the other oil producing or would-be oil-producing States, has 
laws and regulations, which we understand are now in effect, that 
permit the holding of 500,000 acres of submerged lands and 500,000 
acres of fastlands. A million acres is roughly 1,580 square miles. 

It would take one or more strings of tools in any primary term of a 
lease to do justice to an area that size, and it may be doubted that it 
would be done. 

The gentleman who appeared here to speak in behalf of this increase 
had some complaints regarding the development contract route, and 
also observed that the present limitations were restrictive so far as 
his company was concerned. The company which he represents 
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today has about 800,000 acres in Alaska, either in unitized areas, of 
course, or by reason of cooperative agreements, or under development 
contract, or held indirectly by option or held directly by lease. en 
a company or companies come in with a development contract pro- 
posal they have previously made a submission to the appropriate 
supervisor’s office of the Geological Survey, one of the first questions 
that I ask is, “What are your present holdings in Alaska, what are 
your option modeling; your indirect holdings, what are your direct, 
your leaseholdings? In short, are you in fact under pressure 
presently ?” 

That is not the final determinative factor, but I would say without 
exception the companies involved, whether on their own or on some 
sort of joint or multiple venture, have been pretty far up toward the 
ceiling in their allowable holdings. The stimulus, Senator, in these 
development contracts, and the stimulus which history suggests exists 
in a unit agreement, and I think some of the testimony this morning. 
buttresses that, is going to be evidenced next year in Alaska. 

Asa result of development contracts there will be several rigs operat- 
ing in rather widely spaced parts of Alaska that our technical people 
are convinced would not be drilling in but for the requirements of 
these development contracts. It is possible that their geophysical 
work or some of their geological work in the meantime will have 
indicated that they want to surrender their rights under the develop- 
ment contracts, but in any case, that having been done, the opportunity 
to develop and the stimulus will be there. 

Senator GrRuENING. We will recess for a few minutes. 

There is a quorum call and a vote. I want to, before I leave, just 


call your attention to the dissenting view of the head of the Bureau of 
Land eee Woozley, who feels that the present acreage is 


not realistic accor 
O’Mahoney. 

Mr. Axzsorr. I assume, sir, you will return; won’t you? 

Senator Gruenine. I certainly will, as quickly as possible. 

(A brief recess was taken. ) 

Senator Gruenine. The subcommittee will come to order, gentle- 
men. 

You will note for the record that in response to a question from Sen- 
ator O’Mahoney at a previous hearing, Mr. Woozley replied that: 

I am not sure that with the present acreage available in Alaska that the present 
option is realistic. 

Senator O’Manoney. As a matter of fact, you think it is not realistic? 

Mr. Wooztey. That is true. I think, with the tremendous acreage in Alaska, 
there should be some realinement in that. 

Mr. Abbott, what is the objection, assuming the Congress is willin 
to increase the acreage in Alaska, that the Department should object 

Mr. Assort. Well, I don’t know that it can properly be boiled down, 
Senator, to the Department objecting, that that description would be 
entirely accurate. I would put it a different way. The Department, 
based on its SUDOFRISORY, and administrative history in aaa and in 
other areas, believes that the. purposes of the Mineral Leasing Act 
would best be served and, consequently, the interest of the United 
States—and in the long run, the interests of Alaska—by deferring at 
this time an increase by reason of the calculated risk, particularly if 


ing to quotation in the conference with Senator 
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the 10-year provision is adopted, that you might wind up in a critical 
situation. 

There are 100 companies, we are told, in Alaska operating right 
~ — See _ rine 2 100 ee acres - large measure 
tied up for, ively s ing, 9 years 364 days. as one gentle- 
man the lease rental is increased, that would be a rather ex- 
pensive tying up. It would be, concededly, expensive to the com- 

nies. t we have put this question to companies who have come 
im with development contracts. 

In one instance, as you know, the proposed development area ex- 
veeded 1 million acres. That company, if its request had been ap- 
ryan, would have had in the neighborhood of 1.4 million acres in 

aska, which, but for the relief provisions where unit ments 
are involved or development contracts are involved, would have held 
interest in, as I say, 1.4 million acres, which approximates 2,200 square 


This is the equivalent of a strip of land from New York to San 
Francisco about a mile and a half wide, or—excuse me, about two- 
thirds of a mile wide. That is no small area in which to operate dur- 
ing a 5-year period or a 10-year period as the case may be. 

short, we say, is this a workable, manageable acreage? I con- 
cede that the guidelines laid down by Congress are most limited, they 
are most limited, virtually nonexistent. It places a good deal of re- 
sponsibility on the Department and its technical people. . 

The Department’s position in stating that we believe a deferral of 
this increase is indicated, at least in the proportions suggested, is for 
at least the 1 more year of operating experience, The proposals that 
are presently ee approval of development contracts would, 
within 2 years, see drilling activities in two areas which previously 
have not been touched with this sort of drilling in modern times. 

There are undoubtedly other areas, because of the number of ap- 
te pending, where we would see drilling activity, discovery 

rilling activity. There is no such guarantee built into the acreage 
that is presently held, wildcat acreage, presently held. 

Senator Grurentne. Of course, my experience in government has 
led me to formulate the anachronism that in government the power 
to delay is the power to destroy. There is no time like the present. 
If we delay this and re it this time, it may not be 1 year, but 
it may be an indefinite period. 

Mr. Assott. May I say this, Senator, that if there is virtue in the 
Department’s position as stated in the previous hearing, and I as- 
certain that you cannot find too much virtue in that position—— 

Senator Gruenine. You are quite right. 

Mr. Assorr. If there is virtue in the Department’s position, it per- 
haps comes in this way: The position we take, if our projection of 
activities is correct, if attern established during the 2 years since 
the drilling on Kenai is followed in the next year, then our position we 
think, will have been justified. 

Tf, on the other hand—well, let me complete that one. If we are 
wrong, then some harm will have been done perhaps in that acres 
will not have been leased or applications will not have been processed. 

We do not think that it would measurably deter drilling activities 
by the deferring at this time of increasing acreage limitations. 
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If, on the other hand, we increase the acreage limitation now and 
we were still right in our projection, then you might see 80. to 100 
million acres in Alaska tied up—I said tied up—sitting, undeveloped, 
unp and lease rentals coming in, most surely, for a long 
period of time, 

Senator Gruenine. You think there is a danger that the land 
would lie idle, that it would not be developed ? 

Mr. Assgort. Senator, there are millions of acres up there now under 
individual lease where the prospect of development or activities look- 
ing to development are rather remote at the moment, and for the 
very simple reason that we come back to the economics, we come back 
to manageable acreages. 

It is anybody’s guess as to what would happen. I am sure the 
judgment that we express here was arrived at on the basis of the 

judgment that these technical people have. 

—_ I want to assure you I think it is a happy fact that we do. 
not have unanimity on these views. There is disagreement here. 
As to Mr. Woozley’s statement, I think all of us have questioned how 
realistic the present acreage limitations are. 

I have not discussed with Mr. Woozley that particular statement. 
In fact, until shown to me, I did not know it had been made. We 
have _ that the present acreage limitations are unrealistic not 
only in Alaska but elsewhere. Had we not thought that, we most 
certainly would not have indorsed and, in fact, encouraged, getting 
before the Co the proposal that we eliminate the distinction 
between option holdings and lease holdings. 

We think it is a rather significant step forward in assuring more 
realistic treatment of the acreage limitation. Alaska, in common with 
the other States, will, I think, see with the elimination of this distinc- 
tion some real benefits. Your suggestion, I take it, is that we increase 
now the benefits that would be involved. 


I cannot say what perenne we will come up with on Monday. 
I am very frank to tell you we have not formulated a conclusion. I 
may find om going back and reading this record the suggestions that 


I had reached a conclusion. 

I would add one additional thought, and actually reiterate it. We 
are looking at the procedure we have followed with respect to de- 
velopment contracts, and I think there is some merit in some of the 
observations that were made by the spokesmen for the Western Oil & 
Gas Association when you had your earlier hearing. 

Senator Grurntna. If I may be allowed to interrupt your testi- 
mony on this subject, as I understand it, there is a considerable 
amount of doubt in the minds of the people in the Department ; there 
is no pe certainty about this; when they made their report they 
thought perhaps there should be no change at this time, but if they 
got additional evidence they would look at it rescapeain 

As you pointed out, there are differences within the Department. 
I would like to suggest that under those circumstances the legislation 
be given the benefit of the doubt, and that we be allowed to proceed. 
There is nothing irrevocable about this legislation. 

Mr. andres Thad gests that I might again make the point I had 
tried to make earlier, Senator, that we would have to wait 10 years 
after, I suspect, about a 1- to 2-year period of leasing activity, to undo 
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@ premature increase in acreage limitation on the Federal allowable 
in Alaska. 

We would have to wait 1 or 2 years—and I am approaching that 
“to delay is to destroy”, I suppose—we would have to wait 1 to 2 years 
to prove that we were right and then there would be nothing to be 
undone, if it were the latter case. 

My point is that in considering how any doubts ought to be re- 
solved—my thought is that we ought to resolve it on the side of 
caution. at this time so that we might have in hand next year, and 
I am sure the Department would be perfectly ee act, from 
month to month—to discuss with your people, as I think we do any- 
way, the relative degree of oil and gas developments in Alaska, 

just say again, sir, in looking at the 12 to 14 to 15 drillings in 
Alsthe. with 2 exceptions—as I recall those’ have been only in units 
or in cooperative or in development contract areas. This does not 
mean, obviously, if you are going to have 1,500, that 98 percent of 
them would be in those acreages where we think there are particular 
stimuli for development. 

Senator Gruenina. Has the development been through the units or 
the: development contract unit route because of the limitation? 

r. Ansortr. I was interested in hearing the views from both sides 
of the table this morning on the effect of unit agreements. I could 
not answer that, Senator. I would rather look at the effect, as we see 
it, rather than the cause. It is a little hard to determine the cause. 

For very obvious reasons, there is a stimulus, at least in the view 
of some of the witnesses this morning, for proceeding promptly to 
discovery drilling under unit renee 

We have pointed to some of the reasons why there is a stimulus 


under the development contract. The contract fails if — do not 


proceed. You heard Mr. Duncan, who is the Chief of the Conserva- 
tion Division of the Geological Survey, in response to a question of the 
chairman this morning, state what his experience or his Division’s 
experience had been with regard to meeting the 6-month requirement 
where units agreement had been approved. 

Senator Gruenine. There is a provision in the bill which would 
require registration of options. What records of options are kept in 
the Department now ? 

Mr. Axssorr. At the present time, Senator, the periodic reports. un- 
der‘ present law, the holders of options are required to file with the 
Secretary within 90 days after the 30th of June and the 31st 
of December of each year, a statement showing the name. of the 
optioner and serial number of his lease or application for lease. 

The date and expiration date of each option., The number of acres 
covered by each option, and the aggregate number: of options that 
are held in each State and the total acreage subject to it. 

Senator Grugnine. Is that.a’reporting by the Department? ‘Does 
the Department record those options? 

Mr. Asport. I honestly do not know in detail. Perhaps Mr. Caplan, 
minerals staff officer, knows how they are treated when received. The 
option reports are filed and are a part of the permanent records of 
the Department. I believe they are in the respective land offices. 

Mr. Carian. That is correct. Up until about 6 months ago they 
were filed in the Washington office, but about the 1st of January new 
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regulations were adopted and these semiannual reports are now filed 
in the individual district land offices and are placed on record there. 

Senator Grurnine. Is that a satisfactory system? Do you know 
exactly what options there are? Does the Department know what 
options there are at all times? 

Mr, Carian. Those lists indicate what options are outstanding, 

es, sir. 
Senator Grurnine. And there are no options that are not recorded 
in that manner? 

Mr. Capitan. Well, we would not know about that. Of course, if 
there are options held which are not reported, there is no way for 
the Department to know about such outstanding options which might 
be in violation of the 200,000-acre limitation. 

Senator GrurNnine. Should not the Department have a procedure 
for recording those options ? 

Mr. Capitan. Well, the Department’s procedure is based upon the 
law which requires the filing. Just what might be ongutete to 
compel a filing, I would not know. It is presumed that the holders 
of options will comply with the law. 

Senator Grurnina. Does not the failure to maintain accurate 
ee encourage illegal activity on the part of unscrupulous oper- 
ators 

Mr. Capuan. I would not say that the Department fails to main- 
tain accurate records, Senator. We maintain the records which are 
submitted. If you believe that some penalty should be placed into 
this act to penalize people who hold options and who fail to report— 
if that is what you are getting at, I think we made such a suggestion 
to that effect in our report. 

Senator GrurNinG. Do you think it is a good idea? 

Mr. Carian. I would think so. 

Senator Grvenrna. It is in the report, is it? 

— Carian. I think there is a suggestion to that effect in our 
report. 

enator GRUENING. Is there any change which can be made in the 
wording of this bill to safeguard bona fide lessees from a ruling’ b 
the Department or by the courts that the original lease is void an 
hence, the transfer void; or does the present wording of the bill 
accomplish’ this ¢ : 

Mr. Assorr. Senator, we got into that this morning or earlier this 
afternoon. I would be interested in seeing when I examine the record. 
whether or not I got myself into it the way I did. Iam sure I did 
not make myself very clear. 

Senator Anderson called particular attention to language in the bill 
as introduced with respect to the so-called protective provisions re- 
lating to bona fide purchases or good faith acquisitions by qualified 
persons. 

My observation, summary observation, would be this: That to as- 
sure, and if that is the intent of the Congress and the intent of the 
aeton, to assure that the subsequent leaseholder or lease interest 
holder is protected if he has acquired his interest’ in good faith, where 

: Frandulent “obtaining” of the lease by 


there is involved a question of 
his predecessor, then I think that consideration mien be given to lan- 


guage which would make specific reference not only to the holding of 
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a lease, option or other interest, but to the acquisition or obtaining of 
that interest in the first instance. 

It is a tremendously important point because it is evident 
that if a literal application of the law requires a lease offeror or 
lease applicant to be the first offeror, if he is not in fact a qualified 
offeror, query: Is there a contract between the United States and 
that individual, and if there was not a contract between the United 
States and that individual what did the successful offeror in the first 
instance, although disqualified, have to convey or assign or transfer 
or sell to his successor? — 

I think that we can sit down with your staff and with the industry 
people, if that is the object of the legislation, and I take it that it is, 
and see if we can’t agree on language. Then, we can make a little 
legislative history, perhaps through an informal comment by the De- 
partment, which a assure that we are covering the acquisition or 
obtaining of the lease, the lease contract, from the United States in 
the first instance as well as that which, I am certain, is covered by the 
] age that is in there now. That is, the holding, subsequently. 

nator GrueNnine. We have another roll call. I will try to get 
back as — as possible. 
Brief recess. 
nator GruEeNninG. The subcommittee will come to order. 

Referring to another matter, and that is the coal situation, which 
is also provided for in this bill, in the report on the separate coal bill, 
to increase the acreage from the present very limited amount of 2,560 
anaeny I think the Department recommended 20,000 acres. Is that cor- 
rect ¢ 

Mr. Capitan. 20,400. 

Senator Gruenine. The original proposal was 30,000. 

Mr. Cartan. That is correct. 

Senator Gruenine. We are very appreciative of the Department 
being willing to increase it by that amount. We think that is realis- 
tic. I think the thing to bear in mind there was brought out very well 
by the testimony of former Governor Heintzleman. 

This is not penpiae or a project to increase the amount of local 
cooperation. Japanese are very, very much interested in Alas- 
kan coal. The thought is that a very large investment, perhaps $30 
or $35 million would have to be required to definitely open this area. 

It would involve creating a town of perhaps 25,000 people, the 
building of at least 20 miles of railroad and maybe more, or some 
roads, and with that in view, I would like to recommend this testi- 
mony of his in a previous hearing to your attention, not now but so 
that you might consider this. 

This is an entirely different project. It is something that aims to 
create an entirely new industry in Alaska, in a sense, and to supply 
coking coal, not merely to Japan, but to other areas throughout the 
Pacific. I would appreciate it if you would give that particular atten- 
tion in the next few days and see if that does not make a logical 


roposal. 

I am not unappreciative of the fact that we are getting a very sub- 
stantial increase. Testimony in the previous hearing is what I would 
like to have you look at. 

Mr. Assorr. I would be happy to do that, Senator. I am sure that 
the Department in following through on this reply to the committee’s 
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request for a review of the Department’s position on S. 1723 will have, 
and certainly I will take a look at it, a careful look at it in connection 
with the report which we will submit to the committee. : 

Senator Grurentne. The third paragraph of section 17 as now in 
effect provides for renewal at the end of the first 5-year term: S. 2181 
in rewriting section 17 omits this provison. Nowhere in the bill is 
there a provision for renewal or for exchange of existing 5-year leases 
for the new 10-year leases. 

Therefore, if S. 2181 were to become law, would the present right or 
holders to existing 5-year leases for renewal be repea: 

Mr. Assorr. Senator, in our report on the pending bill S. 2181, we 
make this observation: If the primary term of a competitive lease is 
set at 5 years, as we have recommended, we see no reason why parties 
holding competitive leases should not receive the same rights as those 
holding noncompetitive leases through a 2-year extension of actual 
drilling operations or progress in the primary term. That must be- 
read to understand the context. No provision is made in section 17 
as it would be revised by the pending bill for the granting of 5-year 
extensions of noncompetitive leases now outstanding in their primary 
term. We suggest accordingly that there be inserted at page 3, 
immediately after line 19, and that is in the bill as reieigabeaiedl | the 
present third paragraph of section 17. That paragraph should be 
amended by the insertion immediately after the word “lease” where 
it first appears, of the words “outstanding upon the date of approval 
of the Mineral Leasing Act Amendments of 1959.” 

I am reading from the code version as it reads with the present 
language. It would have to read— 
upon the expiration of any existing 5-year term of any noncompetitive lease out- 
standing upon the approval of the Mineral Leasing Act of 1959 and maintained 
in accordance with applicable statutory requirements and regulations, the record 
titleholder thereof shall be entitled to a single extension of the lease unless then 
otherwise provided by law for such lands covered by it as are not on the expira- 
tion of the date of the lease withdrawn from leasing under this section. 

That would provide, Senator, that with respect to presently existin 
leases, or it would assure, that the same 5-year benefit. would be built 
net a lease hereinafter entered into and would be given to a lease- 

older, 

Mr. O’CatuacHan, That inadvertence in the draft has been called 
to my attention and some language to accomplish the same purpose 
as Mr. Abbott has been setting forth has been drafted. 

Could I read that into the record? 

Senator Grugnine. Yes. 

Mr. O’Catiacuan. This is language to be inserted in the language 

at the end. of line 2, page 3, of the committee print: 
_ And provided further, That the holder of any noncompetitive lease heretofore 
issued under the provisions of section 17 of the Minerals Leasing Act prior 
to this amendment shall continue to be entitled to a single extension of such 
lease for such lands covered by it as are not on the expiration date of the lease 
withdrawn from leasing. 

Senator Grurentne, That is in the record at this point. 

I would like to turn to the other two bills we have before us, S. 1272 
and §. 2308. Is it correct to say that the necessity for these bills 
arises from a reversal of the decision of the Department of the 





186 MINERAL LEASING ACT AMENDMENTS 


Interior as to the validity of certain leases'on which assignments 
have been made in the last month on the term of extended leases ? 

Mr. Assorr. I would say. it is as a consequence, Senator, of a memo- 
randum opinion of the Office of the Solicitor in the Department of 
the Interior, and the subsequent formal appeals decisions on the 
so-called Franco-Western Oil Co. matter that the two bills to which 
you refer were introduced. 

Senator Grurenine. Are there any other cases now current in which 
the Department has reversed itself, has reversed a decision as to rights 
of leaseholders on public lands? 

Mr. Ansotr. Well, I couldn’t answer you accurately without going 
back and checking our current and immediate past records, Senator. 

I do know that there have been past occasions, and there no doubt 
will be occasions in the future, where, having rendered a decision 
administratively we will on reconsideration become convinced that 
the decision rendered was in whole or in part in error. If the recon- 
sideration leads in that direction, then, of course, I would hope we 
would not hesitate to reverse. 

Senator Gruenina. The determine I am trying to make is whether 
or not it is the policy of the Department to endorse legislation which 
will grant property rights to persons from whom such rights have been 
divested as a result of decisions of the Solicitor by administrative 
action which was later reversed. 

Mr. Assorr. Senator, we have often been urged to reverse. In 
fact, I think I would not have to hesitate to say that probably today 
in the Department of the Interior, either by written communication 
or by oral request or appearance of an individual, we have been 
urged to reconsider a decision rendered.. In a number of instances, 
aaa I of course, do not say in what percentage of instances—we 
simply restate the position we had originally taken, recognizing that 
in these instances there is recourse to the courts for the individuals 
involved. 

The office which I am quite honored to head as the Solicitor is 
staffed, on paper at the moment with 202 attorneys. In the last 
calendar year we had something like 153,000 referrals which could 
range all the way from questions being raised and resulting in multi- 
thousand word opinions or decisions, to rather simple correspondence 
matters. I am satisfied that the Department of the Interior, of all 
of the executive departments of Government, in addition to its legal 
function has as heavy an adjudicatory function as any other de- 
partment in Government. 

If we did not have bases for reconsidering, then I think we would 
indeed be in bad shape, just as courts would be. 

Senator Gruentne. Then would you say that the Department’s 

a on legislation of this type, these two bills, is substantially as 

ollows: 

Namely, the Department will support or at least it won’t oppose 
remedial legislation designed to correct inequities where an individ- 
ual has acted in good faith and in reliance either upon a depart- 
mental interpretation of the law, which is subsequently. declared 
to be an erroneous BSP ee or relying on administrative action 
which is later reversed, even though the reversal is permitted by 
existing law? 
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Mr. Assorr. I could not generalize on that, Senator. I would 
put it this-way: Each situation would have to stand or fall on its 
own facts, and the laws involved or the regulations involved. In 
many instances we feel and conclude that there is no basis, absolutely 
no basis, because of our interpretation of statutory requirements or 
limitations, as the case may be, for reversing a decision, and that 
if there is to be any relief afforded, that relief would have to come 
from the legislative branch. 

This committee and its counterpart in the House, I know from 
my own personal experience from serving the committee in the House, 
is called upon in each session of Congress to consider private bills 
in the main involving rules and statutes which in their general appli- 
cation do not work hardships but in exceptional cases will result in 
hardship. But in each of those instances because of our responsi- 
bilities for public land entry administration, we have our hands full 
considering proposals of that sort. 

The courts, as you well know, will frequently find, regretfully, that 
a harsh result is achieved by what they nevertheless consider a clear 
reading and application of the law, and will sometimes volunteer 
the observation that if there is to be relief, it can only come through 
the legislative branch of Government. I would be most hesitant to 
go beyond that, or most certainly hesitant to generalize on such 
problems. 

Senator Grurenine. The purpose of this legislation is to restore 
rights to certain parties to oil leases which were once determined by 
the Department to be invalid, is that right ? 

Mr. Axszorr. The argument was made, as I understand the back- 
ground—and I am not tying my ignorance of the subject to the fact 
that I was not in the Solicitor’s office at the time, but because of that 
I am somewhat handicapped in my understanding of the so-called 
Franco- Western bills—the two bills to which you have referred, is 
boiled down to this: 

There was reliance by some individuals on the original memo- 
randum opinion, an opinion given to the chief administrator, in this 
instance the Director of the Bureau of Land Management. There 
was &@ memorandum opinion which it was asserted, caused certain 
people to rely on that holding, with the result that they did so only 
to learn upon later modification or reversal, in part, of that opinion, 
they had relied on the original opinion to their letiinionti 

Under the particular facts involved the Department, in considering 
the pro abd legidlation, submitted the reports which you have before 
you. There have been a number of court decisions dealing with the 
question of whether an employee of the United States, let’s say in 
the field, or in our central office, and just short of the office of the Sec- 
retary, can bind the United States by reason of his own misinterpre- 
tation or misunderstanding of what the law does or what it affords. I 
have, I am sure, in my office at the moment two or three instances 
where administrative officials in the field have, within their under- 
standing, and casually, or perhaps in writing, suggested a given course 
of action would comply with the law. That course has been followed. 
It is subsequently determined that it is not in compliance. Perhaps 
the individual involved is out of time. You do, indeed, achieve a 
harsh result by reason of what we call generally in law, I think, detris 
mental reliance. 
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Senator Gruzenine. The Department agrees that enactment of this 
legislation would provide a form of equitable relief for which there 
is no other recourse ? 

Mr. Asporr. Under these circumstances ; yes, sir. 

Senator Grueninc. How does the Department determine when re- 
lief should be granted ? 

Mr. Assorr. Well, I think it is fortunate, Senator, that what we 
do in the Department of the Interior that is meaningful, that is 
final, so far as the Department is concerned, I think it is important 
that what we do is meet the requirement that we supply a ra- 
tionale for our actions. Under any given factual situation, we will 
make a decision; we take it on the facts of a particular case, and try 
to state why we might distinguish the specifics there from generalities 
that we might be tempted to otherwise make. 

on Gruentnc. Do you know the beneficiaries of this legis- 
lation 

Mr. Assorr. I certainly do not personally, Senator Gruening, and 
I would not know by number. I would certainly not know by name, 
and would have no reason to believe that the people in the Department 
do know. I think there were some geographic areas where by reason 
of the original Franco-Western decision being operative there, there 
perhaps was more effect than was the case in other areas. I just do 
not know the background as to who was affected or claimed to be 
affected by the decision. 

Senator Gruentne. Has there been any computation of the mone- 
tary value that would accrue to the beneficiaries of this legislation ? 

Mr. Assorr. To my knowledge, Senator, there has not been. I[ 
would speculate that it would be most difficult, in view of what is 
misled) estimate what money values might be involved. 

Senator Grurnine. Have you any questions? 

Mr. Woop. I would like to ask one question : 

Mr. Abbott, this situation arose because of the decisions or la- 
tions that were handed down in the Franco-Western case, I Siallove. 
These miner were not published in the Federal Register at the time, 
were they 

Mr. Assorr. The decision refered to in this instance was a memo- 
randum opinion of December 14, 1956. There is no publication— 
there was in this instance no publication of what we call an M series 
opinion. We do have, and they are cited very ae in court 

ecisions, and in our own administrative decisions, published decisions 
of the Department of the Interior. Those are the ones that you find 
eited as ID’s, Interior decisions. 

I stand corrected on the date. It was June4,1957. Iamsorry. 

In this instance there was no publication of the memorandum 
opinion upon which it is asserted a number of people relied. 

Mr. Woop. The decisions of August 11, 1958, and the decision, the 
supplemental decision of August 28, 1958, in connection with the 
Franco- Western case, were merely departmental decisions which were 
Sc by. woe were they not? They were not published in the 

Mr. Assorr. We do not publish those decisions, Mr. Wood, in the 
Federal Register. They were not published decisions. Our decisions 
are reproduced, first, usually in mimeograph or offset form, and then 
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those which are so-called landmarks or unique cases, to: which there 
might be frequent: references by lawyers in the field, that is, pa 
lawyers and our own lawyers, we attempt to preserve in our published 
Interior Department. decisions. 

Senator Grurentnea. So there was a very little opportunity then for 
a for:whom relief is sought in this bill to know about the decision 
at the time, on August 28, when these decisions were handed down? 

Mr. Assort. The assertion was made that there was not such time 
and opportunity, and that was apparently accepted by the people in 
the Department who considered whether it merited special legisla- 
tive treatment, Mr. Wood. 

Senator Gruenine. I have just one final thing, Mr. Abbott, to go 
back to coal. The Mineralizing Act, which is applicable to all States, 
as mentioned in this bill, makes a limitation of 10,240 acres in any one 
State, and in some circumstances an additional 5,120 acres may also 
be held if the Secretary of the Interior finds it desirable. 

In connection with my request that you examine the possibility of 
raising this to 30,000, I wonder whether one method of doing that 
would be not apply this particular provision to the 20,480 acres which 
you were willing to let us have, and to provide that there can be two 
additional blocks of 5,120 acres in the Secretary’s discretion. I think 
that might be a very good solution. I think it might be possible that 
if this project develops, that a particular instance where they could 
—e the need of 30,000 acres would be discretionary with the 

retary. 

Mr. Asioe: From your description of it, Senator, there may very 
well be value in that suggestion. Mr. Caplan has made note of your 
suggestion. 

nator Gruenine. I think that might be possible for a way of 
meeting the two objectives. 

Mr. Assorr. May I say, Senator, there were in my offices some 
brief discussions by representatives of Japanese industry who came 
in, first to ascertain their eligibility to hold an interest in a lease under 
the Mineral Leasing Act, and then to satisfy themselves what the limi- 
tations were as to acreage and developments under such leases. I 
have had an opportunity to talk with several people from Alaska 
and, again, and this is a personal opinion: I do not believe the Depart- 
ment would hesitate as a further alternative to what you propose to 
endorse legislation which would under particular circumstances per- 
mit the State to select lands for just such a project. 

There I think you would find the Federal Government and the 
State working bogether to accomplish that goal. Some concern, I 
think, has been felt that because of a particular project we should 
come up with general legislation relaxing the limitation, on a specific 
project, aon as the fact that there was at that moment just 


the one project in mind. I think we are very close to meeting of the 
minds. We do have a meeting of the minds on the objective, and I 
think we are coming very close together on what route we travel to 
reach that objective. 

Senator Grueninc. Thank ro very much, Mr. Abbott. I have 


to apologize for my several absences, but they were due to circum- 
tances beyond my control. I very much appreciate your testimony 
and your helpfulness. . 
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Mr. Azsort. I have just one question, Senator, perhaps addressed 
to Mr. French. The notice that I received regarding S. 1855 and 
S. 1823, am I correctly advised that that is an executive session, and 
you simply want to have in hand our report, that we are not expected 
to have witnesses ? 

Mr. Frenon. Mr. Abbott, the custom has been for some years in 
these matters, when the bill is not settled, to ask the departmental 
witnesses to sit in on the executive session to advise the committee. 
I think in this case it would be helpful if you could have some tech- 
nicians, at least, to advise us on this. 

Mr. Aszorr. We certainly will be happy to do that. 

Mr. Frenon. I realize it is burdensome. 

Senator Grurntinea. If you can, look into this coal matter by Mon- 
day. This does not constitute a very major change. It is merely a 
suggestion that you apply the legislation which now exists, and in- 
crease that 100 percent, as you have already increased the total acre- 
age, the basic acreage. 

Mr. Asporr. Yes, sir. 

Senator Gruenine. Thank you. - 

I will introduce for the record a list of the public land States with 
their present acreage, and the percentage which the present; 246,000,- 
acre allowance is to the total as compared to what a million acres 
and 600,000 acres would be in Alaska. 

(The exhibit referred to follows:) 


Comparison of mineral acreage allowances with State areas 


Percentage of Percentage of 
allowed min- allowed min- 
Total area of] eral lease and Total area of | eral lease and 
State (acres) | option acreage State (acres) | option acreage 
of total area of total area 
: f State of State 


ane Tre © bo 


SRRENES 
OnnNNTE NO 
i 


1 Percentage of mineral lease allowance of 600,000 acres to totai State acreage. 
2 Percentage of mineral lease allowance of 1,000,000 acres to total State acreage. 


Senator Grurentine. I am very apologetic to those who have been 
waiting here. 
The next witness is Mr. Douglas Hoyt. 


STATEMENT OF L. DOUGLAS HOYT, ATTORNEY AT LAW, 
DENVER, COLO. 


Mr. Hoyr. I am an attorney at law, in private practice in Denver, 
Colo. The firm of which I am a partner represents a number of 
independent oil and pe, who hold oil and gas leases issued 
under the Mineral sing Act and acquired by those producers 
through assignment. These leases, while aproved and extended by 
the Department of the Interior, are now under challenge by contests 
filed by a group of individuals in Colorado. 





MINERAL LEASING ACT AMENDMENTS 191 


S. 2308 would, by congressional action, ratify the actions of the 
Department of the Interior and place the questioned leases in a status 
whereby development would be commenced or continued by the hold- 
ers of the leases. } 

The following set of circumstances has given rise to the attack upon 
these leases: By section 6 of the act, of July 29, 1954, Public Law 555, 
section 30(a) of the Mineral Leasing Act, was amended to provide 
that an assignment of a segregated portion of a nonproducing lease 
in its extended term would continue the segregated lease for a period 
of not less than 2 years from the effective date of the assignment. By 
a decision of the Solicitor of December 14, 1956, the parent lease from 
which the assignment was made, as well as the assigned portion of 
the lease, was determined to be subject to the benefits of the 1954 
amendment. 

Section 30(a) of the Mineral Lasing Act also provided that— 
any assignment or sublease shall take effect as of the first day of the lease - 
month following the date of filing in the proper land office * * *. 

By decision of January 30, 1957, the solicitor ruled that the last 
moment of the last day of the lease term would be instantaneous with 
the first moment of the effective date of the assignment. 

At this point, everyone holding Federal oil and gas leases felt there 
was a Clear understanding of the operation of section 30(a) of the 
Mineral Leasing Act. It was concluded that one could take an assign- 
ment of a segregated portion of a nonproducing lease under a farm- 
out agreement during the last month of the extended lease term, im- 
mediately file the assignment for approval, and then proceed to drill 
with a firm understanding that a 2-year extension would be granted. 

However, on August 11, 1958, the Solicitor wrote an opinion, com- 
monly known as the First Franco Western decision, in which the So- 
licitor ruled that the Department of the Interior would no longer con- 
sider the last moment of the last day of the lease term as instantaneous 
with the first moment of the effective date of the assignment. There- 
fore, segregated assignments filed for approval in the 12th month of 
the 10th year would no longer be granted continuations under the 1954 
amendment. 

Unfortunately, the opinion did not state what its effect would be 
upon previously granted continuations. Perhaps even more disastrous 
was the fact that while the opinion was dated August 11, 1958, it was 

‘not made known to the regional offices of the Solicitor until the middle 
of the following month—for example, until the middle of September. 

You might analogize it to the situation where a person steps up to bat 
in a critical baseball game and he knocks out a ball and he runs safely 
to first base, and the umpire says, “You’re out; I just ruled before you 
came to bat that you should have ran to third base first.” 

It is not too important what the rule is, as long as you know what 
the rule is, before you take an action. That is somewhat what hap- 
pened with the First Franco Western decision. 

Immediately after the First Franco Western decision, groups of in- 
dividuals moved into the land offices in California, Colorado, Montana, 
New Mexico, Utah, and Wyoming, and filed offers for leases on all 
lands, producing and nonproducing, covered by leases which had been 
previously extended by the Department of the Interior by reason of 
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en assignments filed for approval in the 12th month of the 
10th year. 

- This matter was called to the attention of the Department of the 
Interior, and in an attempt to rectify the hardships resulting from the 
First Franco Western decision, the Solicitor on September 30, 1958, 
modified his first decision by the Second Franco Western decision. 

The Second Franco Western decision stated that the announced 
policy of-the Department not to approve assignments filed in the last 
motth of the extended lease term would not. be applicable to assign- 
ments filed for approval on or before August 29, 1958. 

The damage done by the First Franco Western decision was not, 
however, cured. As the applications of the people who had filed after 
the First Franco Western decision were rejected by the local land 
offices, the offerors filed mimeographed briefs appealing the rejection of 
their offers. It can only be expected that as the appeals are uniformly 
rejected within the Department of the Interior, exhausting the ad- 
ministrative remedy, that the offerors will pursue their claims in the 
courts. 

Literally hundreds and perhaps a thousand or more lease titles have 
been clouded by reason al the oregoing facts. As was pointed out 
earlier in these hearings to the committee, approximately 1 year has 
elapsed since the First Franco Western decision.. While I and most 
other attorneys feel that if litigation in the courts follows, the leases 
as recognized. by the Department of the Interior would be sustained, 
all benefits of the extensions granted to our clients by the Department 
of the Interior will have been lost. The need of S. 2308 is, therefore, 
urgent. Its immediate passage by Congress in this session cannot be 
too strongly urged. 


In conclusion, I. would like to give you one practical example of 
the results of the First Franco Western decision and the urgency of 
the need of S. 2308. 

Consolidated Oil & Gas, Inc., a relatively small independent oil- and 
gas-producing corporation, acquired in August of 1958 an assignment 
of a segregated Rorien of a Federal oil and gas lease from Pan Ameri- 


can Petroleum Corp. The lease, then in its extended term, was due to 
expire August 31, 1958, unless given the benefit of the 1954 amend- 
ment. By the terms of the farm-out agreement under which Consoli- 
dated acquired the assignment of lease, it had to commence a test well 
within a pias penn of time. 

Consolidated immediately filed the assignment for approval, re- 
ceived the permission of the U.S. Geological Survey office to com- 
mence the well, and did commence the well in August of 1958. 

_ The assignment into Consolidated was approved and a 2-year exten- 
sion was granted. 

By the time the First Franco Western decision was announced, Con- 
solidated had spent $125,000 in drilling its well. 

One of the group of individuals of whom I previously spoke filed 
an offer for lease on the land covered by Consolidated’s lease and has 
appealed the rejection of his offer. Consolidated now has spent ap- 
proximately $200,000 on the well and is ready to put the well on 
production. 

Consolidated must, however, as is the case with most small pro- 
ducers, immediately mortgage the property with a bank to finance 
its future operations. 
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A serious question exists, however, with the appeal of the other 
party as to whether or not Consolidated has a marketable title until 
the question of ‘the conflicting offer is finally determimed. 

Senator Gruentne. Thank you, Mr. Hoyt. I think your statement 
isexcellent. It speaks for itself. 

Mr. Wood, have you any questions ? 

Mr. Woop. No; Ihave no questions. 

Mr. Horr. If I might make one comment, some suggestion has been 
made that there be a joinder of S. 2308 with S. 1272. I would like 
to point out that there is a radical difference, as you may have gathered 
from my statement, as to that 1-month period between September 29 
and October 30,1958. The equities of parties falling into that 1-month 
category may be substantially different than they were with those peo- 
ple whose leases the Department acted favorably upon, and S. 2308 
would merely validate those which the Department is already recog- 
nizing on its books as being the valid oil and gas leases. 

Senator Gruentina. I think that has been alluded to in the previous 
testimony. 

Thank you very much. 

Mr. Hoyt. Thank you. 

Senator Gruenina. The next witness is Mr. Daniel M. Gribbon, of 
Covington & Burling, Washington, D.C. 


STATEMENT OF DANIEL M. GRIBBON, ATTORNEY APPEARING ON 
BEHALF OF J. G. HATHEWAY, D. R. MacPHERSON, W. R. PAGEN, 
C. L. CAMERON, GAYE BJORNSEN, JOHN P. HURNDALL, AND BR. J. 
KERR 


Mr. Grrsson. My name is Daniel M, Gribbon. I am engaged in 
the private practice of law here in the District of Columbia, and I 


am. Appesring here on behalf of J. G. Hatheway, D. R. MacPherson, 
W. a At C. L, Cameron, Gaye Bjornsen, J ohn P. Hurndall, and 

. J. Kerr. 

These individuals have applied in accordance with the provisions 
of the Mineral Leasing Act for oil and gas leases on San vr 
land, which is a small island off the coast of California. 

I should like to pro for your consideration an amendment to 
S. 2181, the need for which is demonstrated by the situation in which 
these applicants now find themselves. Since the proposed amendment 
is in the nature of a clarification of a section of the Mineral Leasing 
Act of 1920, as amended, which would be reenacted by S. 2181, it is 
clearly germane to S. 2181 and may appropriately be considered as an 
amendment to that bill. 

The amendment we propose would strike the period at the end of 
line 15 on page 2 of S. 2181, and add the following clause: 
and in the even there is a determination in accordance with the provisions of 
section 6 of the Act of February 28, 1958 (72 Stat. 30), that the lease of any 
such lands would be inconsistent with the military use of the lands such person 
shall be entitled to a lease of such lands whenever any change in the military 
use of the lands permits their disposition under the applicable publie land 
mining and mineral leasing laws. 

The purpose of this amendment is to clarify the Mineral Leasing 
Act so as to preserve the. order of priority which the Congress has 


icolas Is- 
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established with respect to the issuance of leases by the Department of 
the Interior on Government lands that are not within any known 
geological structure of a producing oil or gas field. The present 
statutory provision which sets forth this priority is that portion of 
title 30, United States Code, section 226 which was enacted in 1946, 
and which provides that : 

When the lands to be leased are not within any known geological structure 
of a producing oil or gas field, the person first making application for the lease 
who is qualified to hold a lease * * * shall be entitled to a lease of such 
lands s**t 

S.2181 would reenact this provision of the Mineral Leasing Act 
without ch in the language. 

The p ure established in the section of the Mineral Leasing 
Act quoted above—and which would be reenacted by S. 2181—estab- 
lishes what is in practical effect a “first come, first served” order of 
priority for awarding mineral leases where the lands to be leased are 
not within any known geological structure of a producing field. The 
procedure has no application where the lands to be leased are within 
a known producing oil or gas field; in such cases the lease is issued 
at competitive bidding. 

The amendment here proposed is necessary because of the adoption 
of a policy by the Department of the Interior which rejects the prior- 
ity setleaiane wherever it has been determined that oil exploration 
and development will interfere with the military use of land available 
for leasing by statute. 

The need for action by Congress which will make explicit the order 
of priority to be observed by the Department of the Interior is well 
illustrated by the experience of the individuals on whose behalf this 
statement is submitted. 

They filed ap lications in 1951 for leases on San Nicolas Island for 
the purpose of drilling for oil and gas, and were the first applicants 
for such leases. Because the island was reserved by Executive order 
for naval use by the Navy Department, the ap lications were referred 
to the Navy, where it was determined that “the present military use 
of San Nicolas Island prohibits the consideration of such leasing at 
this time.” I emphasize “at this time.” 

Since it was apparent that the military attitude might change, the 
Department of the Interior properly regarded the applications, which 
were the first to be filed by ualifted persons seeking leases on San 
Nicolas, as continuing in a pending status. 

In 1953, the Navy was asked to reexamine its use of San Nicolas. 
In reply, Acting Secretary of the Navy John F. Floberg wrote to the 
Secretary of the Interior on June 30, 1953, as follows: 

I regret that the nature of the operations carried on by the Navy on San 
Nicolas Island precludes the establishment of any conditions by which com- 
mercial operations would be permitted on the island at this time or in the fore- 
seeable future. Accordingly, in my opinion, it would not be to the interest of 
the Government to execute leases for drilling purposes until such time as that 
situation has changed. . It appears that the interests of the prospective lessees 
could be protected in the meantime by maintaining their applications in a status 
which would preserve their ultimate priority. 

Following Secretary Floberg’s acknowledgment that the “ultimate 
priority” of the applications was to be preserved, the Department of 
the Interior continued to regard the applications as pending. 
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In 1955, the Navy was again asked whether its military use of the 
island precluded private oil development there. At that time the 
Navy reiterated its prior position but also stated that its own “future 

lans” for the use of | the island stood in the way of — the leases. 

t shortly appeared that the Nery itself was planning to drill for oil 
on the island, and Sheet felt that such drilling, even though it 
would be undertaken by private contractors, would not interfere with 
the military use of the island. 

The Navy’s plan was negatived by Congress in section 6 of the act 
of February 28, 1958 (72 Stat. 30). 

So far as is relevant here, that action by Congress made explicit the 
congressional policy that there be private rather than military de- 
velopment of all minerals in San Nicolas and other public lands that 
had been similarly reserved for military use. 

Section 6 provided that the mineral resources in such lands, except 
specific naval petroleum reserves which are not involved here, were . 
to be subject to the jurisdiction of the Secretary of the Interior and 
the applicable public land mining and mineral leasing laws, with the 
proviso that no disposition of any minerals be made where the Sec- 
retary of Defense, after consultation with the Secretary of the In- 
terior, determined that such disposition “is inconsistent with the mili- 
tary use of the lands” soreserved.. 

ursuant to this direction, the applications for mineral leases on 
San Nicolas Island were referred to the Department of Defense where 
it was again determined that the issuance of such leases would be 
inconsistent with the military use of the island. Although the De- 
partment of the Interior has yet to take action based upon this deter- 


mination, the applicants have been advised that the Department is—— 


not aware of any law, regulation, or practice, which would authorize or permit 
the Department to further delay final administrative disposition of these 
applications. 


Were the Department of the Interior to make final disposition of 
these applications, the applicants would be denied the priority to which 
they are entitled under the Mineral Leasing Act as the first qualified 
applicants for leases‘on San Nicolas Island. 

It is true that as of the present time oil development on the island 
is said to be inconsistent with the military use of the island. It is 
certainly possible, however, and indeed probable in view of the rapid 
developments in weapons and defenses, that the present military use 
of San Nicolas will change and that private oil Hevelopedent will be 
entirely feasible. 

If, however, the pending applications for leases under the public 
land laws are to be finally disposed of, the way will be open for other 
applicants to be awarded leases. These other applicants will not be 
the first qualified applicants and thus will not be the persons intended 
by Congress to carry out such development. 

The amendment here proposed is intended to insure that the first 
applicant will secure an oil and gas lease if one be issued. It would 
not require that any particular lease be issued, and would in no way 
infringe upon the discretionary powers of the Department of the 
Interior to pass upon the qualifications of the applicant and to deter- 
mine the validity of issuing the lease for which application is made. 
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Nor would it affect the power given the Department of Defense by 
the act of February 28, 1958, to maintain the security of military lands, 
It would merely make clear that, if and when private oil development 
can be carried out consistent with military use of the lands applied for, 
such development will be carried out by the first applicants. 

The only grounds on which the Department of the Interior has 
attempted to justify the present flat. rejection policy are that to per- 
mit applications to continue in a pending status would— 

(1) somehow cause an additional burden on the Department’s 
filing facilities and would, ; 
(2) somehow be unfair to other prospective applicants. 

With respect to the administrative filing burden, the proposed 
amendment would actually. decrease departmental work. Under its 
present policy, the Department would continue to be plagued with 
a multitude of new applications filed in the hope that one of them 
will be received just as the military position is cha: ; 

In addition, such applications must all be processed, considered, and 
accepted or rejected by the Department’s administrative officials. 

On the other hand, if the proposed amendment were adopted, in- 
terested parties would know from the outset whether an application 
had been filed, and would normally refrain from wasting their efforts 
by filing useless applications. The change in procedure which the 
seein amendment would require would thus relieve the Interior 
Department of an administrative burden. And the only change it 
would require would be that the file be left open instead of being 
marked “closed.” 

The Department also asserts that any other procedure would some- 
how be “unfair” to other applicants.. Thisissimply notso. Rather it 
is the policy of the Department which would result in unfairness. For 
example, assume the “> wager in question now stand as rejected, 
deprived of any legal effect whatsoever. Yet there is a definite pos- 
sibility that the entire military situation on San Nicolas Island will 


It seems apparent, for example, that the present military use of the 
islan See uite ena was in 1955 when the Navy itself 
pro to explore for oi private contractors. 

When such a change occurs, if some other applicants file before the 
first. applicants refile, the Department will issue a lease to the late- 
comers despite the fact that the first applicants are fully qualified 
and have spent substantial time and money over the past 10 years in 
investigating the Common of oil deposits on the island. 

; Minion prenent partment policy, such diligence will have been 
or t. 

The must have intended to preclude such a catch-as-catch- 
can issuance of leases when it stated that the “first” qualified applicant 
“shall be entitled” to the lease. The purpose of the prop amend- 
ment is to make explicit this intention that diligence, not luck, is to be 
the basis of the award. Where a qualified applicant has gone to the 
trouble of locating possible oil deposits in lands which the Congress 
has declared to be available for leasing, and, where he has done so 
before anyone else, his filing of the first application to lease which 
the Department may subsequently see fit to issue. 
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This “first come, first served” theory is certainly no innovation in 
the law. The same method is adopted under most recording statutes 
and in connection with patent applications, where it is considered 
to be the fair and most desirable procedure. 

The proposed amendment should also prevent needless litigation, 
which will follow if the Department maintains its present policy. 
Since prior applicants obtain prior rights, litigation will surely fol- 
low if the Department continues to ignore the present congressional 
mandate and issues a lease to someone other than the first qualified 
applicant. 

Another important reason for adopting the proposed amendment 
is that similar cases will arise as various Government lands become 
unsuitable for further military use. As the number of cases increases, 
the prior right procedure is the only practical way in which the 
present leasing program can be administered. Only under such a 
procedure would the Department know at all times with whom it 
was dealing with respect to each lease site. Such knowledge would 
foster the open and businesslike discussions which are necessary if 
the congressional policy of private exploration for and development 
of minerals in public lands is to be accomplished. If initial appli- 
cations are not held in abeyance, the Interior Department will not 
be able to negotiate lease provisions that are advantageous to the 
military and the Government as well as for the private applicant. 

Without the opportunity of such discussions, vast amounts of land 
containing valuable oil and gas may go undeveloped, thereby sub- 
verting the policy of Congress and injuring the Nation. 

Under the present view of the Department of the Interior, the 
issuance of a lease on nonproducing lands will depend upon who 
files first after the military situation changes. Under this view, all 
applications filed prior to the actyal decision to lease will have no 
legal status whatsoever. Such a procedure places a high premium 
on who can obtain inside information as to when the decision to 
lease will be made. 

Such emphasis may well generate improper influence and create 
temptation. The efficient development of these important lands will 
be best achieved by continuing a procedure which takes note only of 
the diligent search for oil and of the prompt application for a lease. 
The amendment discussed above will accomplish this desirable result 
and should be accorded the committee’s careful consideration. 

At hearings held before the Subcommittee on Mines and Mining 
of the House Committee on Interior and Insular Affairs on July 
14, 1959, with respect to H.R. 7787, the amendment here proposed 
was also recommended as an amendment to H.R. 7787, and a sub- 
stantially identical statement in support of the amendment was filed 
with that subcommittee. 

Senator, the amendment which we have asked you to consider does 
not relate to any of the new provisions of S. 2181, but rather to that 
portion of section 2 of the bill which would reenact without any 
change the basic criteria for determining eligibility for leases under 
the Mineral Leasing Act. The purpose of the proposed amendment 
is to preserve, with respect to military lands, lands owned by the 
Department of Defense, the order of priority which the Congress 
has already established with respect to the issuance of all so-called 


43012—59—pt. 2——_11 





198 MINERAL LEASING ACT AMENDMENTS 


noncompetitive leases. ‘The act as it presently reads, and as it would 
read if reenacted by S. 2181, establishes what might be called a first 
come, first served order of priority for all such leases. 

It provides “that the person first making application shall be en- 
titled toa lease,” provided he is otherwise qualified. _ 

The amendment that we sug for your consideration was made 
necessary by the refusal of the rtment of the Interior to extend 
or to preserve this order of priority in the case of lands where the 
military has stated that dril on the lands would be inconsistent 
with the military use of the lands. 

Let me state briefly the facts of the San Nicolas situation. 

San Nicolas has been a naval reserve since 1933. It has been avail- 
able for leasing under the public land laws since 1946. It is not now 
and never has been a naval petroleum reserve. The two facts are a 
little bit confusing, but it is not and never has been a-naval petroleum 
reserve. 

These applications for leases on San Nicolas were referred to the 
Department of Defense in accordance with the act of February 28, 
1958, which as the Senator knows, includes the disposition of mineral 
rights on Department of Defense lands wherever they say drilling 
will interfere with military use. 

The Department of Defense has determined that at least at this 
time drilling would be inconsistent with the military use of San 
Nicolas Island. 

Although the military department has not yet taken action on this, 
the applicants have been advised that it is not aware of any law, prac- 
tice, or regulation, which would permit the Department to further 
delay final administrative disposition of these applications—in other 
words, rejection. 

Simply stated, it is our position. that if the Department were to take 
such final action and reject, these Epp loetates we would be deprived 
the asain to which we are entitled under the Mineral Leasing Act, 
as the first qualified applicants for leases on San Nicolas. 

We believe that onde the law as it presently stands these appli- 
cants ‘are entitled to a priority, that their applications should not be 
rejected but, rather, should be held in abeyance pending any possible 
change in military use of the land that might permit drilling 
without interference with the military operation. 

Since, however, the Department of the Interior has taken a contrary 
view, we — say that it is appropriate for the Congress to clarify its 
a of ‘this matter in order to head off future disputes and 

i ions, 

amendment that we propose is intended to insure merely that 
the first qualified applicant to secure a noncompetitive lease on mili- 
tary land only if the lease is to be issued. It would not infringe upon 
the authority of the, Department of the Interior to determine the 
qualifications of an applicant. or the other legal aspects of the lease, 
nor would it in any way affect: the power of the artment of De- 
fense to protect the military efficiency and security of these lands. It 
merely says that if and when mineral development is to take place on 
military lands, it is to be done by the first qualified applicant. 
Nor, I might observe sn penis, is it unrealistic, particularly here, 
to expect that the military use of this island will from time to 
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time. . The fact is that in the last several years the Navy’s own use 
of the land has changed several times, and, indeed, the Navy seriously 
made an effort to drill for oil itself a few years ago: 

So it is entirely possible in the course of military developments that 
there will be changes. tain 

Last year in the act of February 28, 1958, ee made. it: quite 
explicit that all mineral rents Sey: on military lands that were not 

etroleum reserves were tobe done by gents parties under the ap- 

ficablie public land and eaten is amendment would simply 
extend to the military lands the same order of priority ; ‘that is, first 
come-first. served, that has’ always been the case in’ connection with 
all other noncompetitive leases on public lands. 

Senator Gruenine. Thank you very much. 

Are there any questions. 

I think your statement is very clear. . 

Mr. Grisson. Thank you. 

(The following communication from Hon. Clair Engle, junior Sen- 
ator from California, was subsequently received and ordered printed 
at. this point in the record :) 


U.S. SENATE, 
Washington, D.C., July 20, 1959. 


Hon. Crrnton P. ANDERSON, 
Acting Chairman, Public Lands Subcommittee, Interior and Ineular Affairs 
Committee, U.S. Senate, Washingtor, D.C. 

Deak Cunt: In connection with S. 2181, now. under; consideration by your 
subcommittee, I hope the committee will adopt a proposed amendment presery- 
ing the priority of the mineral applications on San Nicolas Island. 

The Senate Interior Committee recently sent a subcommittee to take a look 
at the situation on San Nicolas Island: The committee came to the concln- 
sion that there was not much that could be done at the present time about 
initiating drilling for oil. The Department of Interior has indicated its inten- 
tion of vacating the mineral applications. It seems to me that this would be an 
injustice and that the priority of these applications’ should be continued, at 
least for a reasonable period of time. The applicants have acted in good faith 
and have gone to considerable expense in maintaining and perfecting. their 
applications.. The Navy was fighting the drilling under these applications at 
the time that it was trying to secure funds to drill in this area itself. ‘An ex- 
cellent résumé of the history of this matter is contained’ in’ a memorandum 
prepared by Mr. Stewart French for Senator Murray; under date of. March 
18, 1959, to which I refer you for further details. 

I think the minimum these applicants are entitled to.is the preservation. of 
their priority for a period of time of sufficient length to ascertain whether or 
not there is any reasonable prospect within the determinable future that oil 
drilling can go forward in this area. | 

Your favorable attention to this matter, will be. appreciated. 


Sincerely yours, 
Crate Dare, U.8. Senate. 
Senator. Grumnine. The next witness is Mr. H..N. Sweeney. 


STATEMENT OF HENRY N. SWEENEY, GEOLOGIST AND GENERAL 
MANAGER OF THE OIL PRODUCING FIRM OF OLEN F. FEATHER- 


STONE, ROSWELL, N. MEX. 


: Mr. eco » My pee nine Banned yp Rooney: war. 
am em as geologist nerai manager for Olen I. Feather- 
stone. tie Featherstone is an ol weomeou with headquarters at Ros- 
well. He has! been ‘in the oil; business since 1918 md dan dealt exten- 

sively in Federal lands. © : ed 19011190 PORE aR 


; 
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‘Speaking for Mr. Featherstone and myself as one constantly faced 
with the problems of mechanics of handling such leases, we think 
Senate bill 2181 is definitely an improvement of the existing law, and 
we thoroughly — all provisions of the bill. . However, in the 
interests of clarification we suggest substitution of the following 
——e starting at the beginning of the sentence, line 17, page 10, 
and ending at the end of sentence line 10, page 11: 

Effective on the date of enactment of the Mineral Leasing Act of 1959, any 
person who is a party to any proceedings asking for cancellation or forfeiture on 
account of an: alleged violation.of any provision of this act, whether initiated 
prior to such date of enactment or thereafter, shall have the right to be dis- 
missed as such a party upon showing that he acquired the interest involving 
him as such a party in good faith without violating any provisions of this act. 
If any rights with respect to the: interest involved are suspended during any 
such proceedings asking for cancellation or forfeiture on account of an alleged 
violation of any provision of this act or any proceedings with respect to fraud 
under such proceedings, whether initiated prior to enactment of. this act or 
thereafter, payment of rentals and running of time’ against the term of the lease 

~ or leases involved shall be suspended as of the date of suspension of the rights. 
"If in any such proceedings, less than the whole interest in a lease is canceled or 
forfeited to the Government, such partial interest, so canceled or forfeited shall 
be sold to the highest responsible qualified bidder: by competitive bidding under 
general regulations. 
_ Also, we think that it should be clearly stated and shown. to be the 
intent of the Con that any ee alleging fraud must be 
instituted by the hag General in the Federal courts. Our expe- 
Tience has clearly shown that administrative procedure is incapable of 
handling soserious a matter as a charge of fraud. ; 
‘The Bureau of Land Management, instituted charges against Mr. 
“Featherstone and ‘certain other people in May. 1956, effectively pre- 
_yenting any development or operations on the lands involved, and in 
spite of constant effort.on our part to expedite the action, we have not 
as yet had an initial hearing, ot 
“| After the charge'was brought, we invited representatives of the 
Bureau to inspect our books and records and satisfy themselves as to 
-the. propriety of. the operations, but it was not until very recently 
that they availed themselves of the opportunity. ad 

For a small operator, such as Mr. Featherstone, the situation result- 

-ing from the Bureau’s action in this case has been almost disastrous. 
He has been forced to continue to pay rentals on acreage without use 


‘or benefit. of the.leases.. A good many of the leases and options, in 
which considerable sums have been invested, have expired and sub- 
stantial legal expenses have beer incurred. 


~Theentire action against Mr. Featherstone is based: upon interpre 
tation of points of law contrary to what has been the general under- 
standing and practice of the industry. If the action against us is 
sustained, fully 15. percent of Federal leases will be in jeopardy. 
Frankly, we cannot understand the benefit of such a situation. 
Sonate bill 2181, if enacted, should prevent such a situation from 
recurring, and we think it imperative in the interest of the public and 
the, oil industry that it be made law. We think the relief ag 
-in our proposed amendment to the bill to be just and equitable. 
~'"'We appreciate the opportunity to present our views’ to the com- 


~ Senator’ Groznrne. I will place in the record at the appropriate 
place the following documents : . 
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A telegram dated July 14, 1959, from Winton A. Jackson, vice 
president, First Southwest Co., Dallas, Tex., regarding S. 1272; 

A telegram dated July 14, 1959, from Charles B. Rad, Roswell, 
N. Mex., regarding S. 1272; and 

A letter dated April 17, 1959, from Phil R. Holdsworth, Commis- 
sioner, Department of Natural Resources, Juneau, Alaska, pertaining 
to this general subject matter. 

sa letters and telegrams appear in the apres.) 

enator GRUENING. Does anyone else wish to be heard ? 


If not, the hearing is adjourned, subject to the call of the chairman. 
(Whereupon, at 5:07 p.m., the subcommittee adjourned, to recon- 
vene subject to the call of the Chair.) 
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APPENDIX 


[S. 2181, 86th Cong., 1st sess.] 
A BILL To amend the Mineral Leasing Act of February 25, 1920 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled. That this Act may be cited as the “Mineral 
Leasing Act Amendment of 1959”’. 

Src. 2. Section 17 of the Act entitled “An Act to promote the mining of coal, 
phosphate, oil, oil shale, gas and sodium on the public domain”, approved 
February 25, 1920, as amended (30 U.S.C. 226), is amended to read as follows: 

“Sec. 17. All hands subject to disposition under this Act which are known or 
believed to contain oil or gas deposits may be leased by the Secretary of the 
Interior. When the lands to be leased are within any known geological struc- 
ture of a producing oil or gas field, they shall be leased to the highest respon- 
sible qualified bidder by competitive bidding under general regulations, in units 
of not exceeding six hundred and forty acres, which shall be as nearly compact 
in form as possible, upon the payment by the lessee of such bonus as may be 
accepted by the Secretary and of such royalty as may be fixed in the lease 
which shall be not less than 1214 per centum in amount or value of the produc- 
tion removed or sold from the lease. When the lands to be leased are not within 
any known geological structure of a producing oil or gas field, the person first 
making application for the lease who is qualified to hold a lease under this Act 
shall be entitled to a lease of such lands without competitive bidding. Such 
leases shall be conditioned upon the payment by the lessee of a royalty of 12% 
per centum in amount or value of the production removed or sold from the lease. 
Leases issued under this section shall be for a primary term of ten years and 
shall continue so long thereafter as oil or gas is produced in paying quantities: 
Provided, That a noncompetitive lease issued under this section for land on 
which drilling opreations are being conducted at the end of said primary term 
of such lease shall be extended for two years and so long thereafter as oil or 
gas is produced in paying quantities. 

“Any lease issued under this Act which is subject to termination by reason 
of cessation of production shall not terminate if within sixty days after pro- 
duction ceases, reworking or drilling operations are commenced on the land 
under lease and are thereafter conducted with reasonable diligence during such 
period of nonproduction. No lease issued under this Act shall expire because 
operations or production is suspended under any order, or with the consent, of 
the Secretary of the Interior. No lease issued under this Act covering lands on 
which there is a well capable of producing oil or gas in paying quantities shall 
expire because the lessee fails to produce the same, unless the lessee is allowed a 
reasonable time, but not less than sixty days after notice by registered mail, 
within which to place such well on a producing status: Provided, That after 
such status is established production shall continue on the leased premises un- 
less and until suspension of production is allowed by the Secretary of the In- 
terior under the provisions of this Act. 

“All leases issued under this section shall be conditioned upon the payment 
by the lessee in advance of a rental of not less than 25 cents per acre per annum. 
A minimum royalty of $1 per acre in lieu of rental shall be payable at the ex- 
piration of each lease year beginning on or after a discovery of oil or gas in 
paying quantities on the lands leased: Provided, That in the case of lands not 
within any known geological structure of a producing oil or gas field, the 
rentals for the second and third lease years shall be waived unless a valuable 
deposit of oil or gas be sooner discovered. 

“Whenever it appears to the Secretary of the Interior that lands owned by 
the United States are being drained of oil or gas by wells drilled on adjacent 
lands, he is hereby authorized and empowered to negotiate agreements whereby 
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the United States, or the United States and its lessees, shall be compensated for 
such drainage, such agreements to be made with the consent of the lessees 
affected thereby, and the primary term including any extensions thereof of any 
lease for which compensatory royalty is being paid shall be extended for the 
period during which such compensatory royalty is paid and for a period of one 
year from discontinuance of such payment and so long thereafter as oil or gas 
is produced in paying quantities: Provided, That the Secretary of the Interior 
shall report to Congress at the beginning of each regular session, all such 
agreements entered into during the previous year which involve unleased Goy- 
ernment lands.” 

Sec. 3. Section 17(a) of such Act of February 25, 1920 (30 U.S.C. 226(d) ), is 
amended by striking out “primary term of five years” in the first sentence and 
inserting in lieu thereof “primary term of ten years”. 

Sec. 4. Section 27 of such Act of February 25, 1920, as amended (30 U.S.C. 
184) is amended to read as follows: 

“Sec. 27. No person, association, or corporation, except as herein provided, 
shall take or hold coal leases or permits during the life of such lease in any 
one State exceeding an aggregate of ten thousand two hundred and forty acres: 
Provided, That.a person, association or corporation may apply for ‘coal leases 
or permits for acreage in addition to said ten thousand two hundred and forty 
acres, which application or applications shall be in multiples of forty acres, 
not exceeding a total of five thousand one hundred twenty additional acres in 
such State, and shall contain a statement that the granting of a lease for such 
additional lands is necessary to the person, association, or-corporation to carry 
on business economically and is in the public interest. On the filing of said 
application, the coal deposit in such lands covered thereby shall be temporarily 
set aside and withdrawn from all forms of disposal under this Act. The Sec- 
retary of the Interior shall, after posting notice of the pending application in 
the local land office, conduct public hearings on said application or applications 
for additional acreage. After such public hearings, to such extent as he finds 
to be in the public interest and necessary for the applicant in order to carry 
on business economically, the Secretary of the Interior may, under such regu- 
lations as he may prescribe, permit such person, association, or corporation to 
take or hold coal leases or permits for an additional aggregate acreage of not 
more than five thousand one hundred and twenty acres in such State. The 
Secretary may, in his own discretion or whenever sufficient public interest is 
manifested; re-evaluate the lessee’s or permittee’s need for all or any part of 
the additional acreage. The Secretary may cancel the lease or leases and 
permit or permits covering all or any part of the additional acreage, if he finds 
that such cancellation is in the public interest or that the coal deposits in the 
additional acreage are no longer necessary for the lessee or permittee to carry 
on business economically or if the lessee or permittee has divested himself of 
all or any part of the original ten thousand two hundred and forty acres or 
no longer has facilities which in the Secretary’s opinion enable him to exploit 
the deposits under lease or permit. No assignment, transfer, or sale of any 
part of the additional acreage may be made without the approval of the Sec- 
retary. No person, association, or corporation, except as herein provided, shall 
take or hold sodium leases or permits during the life of such lease in any one 
State, exceeding in the aggregate acreage five thousand one hundred and twenty 
acres: Provided, That the Secretary of the Interior may, in his discretion where 
it.is necessary.in order to. secure the economic mining of sodium compounds 
leasable under this Act, permit a person, association, or corporation to take or 
hold sodium leases or permits for up to fifteen thousand three hundred and 
sixty acres in any one State. No person, association, or corporation, except as 
herein provided, shall, take, hold, own, or,control at one time, whether acquired 
directly from the Secretary of the Interior under this Act or otherwise, oil and 
gas leases (including options for such leases) on land held under the provisions 
of this Act exceeding in the aggregate two hundred forty-six thousand and eighty 
acres in any one State, except the States of Alaska and Hawaii. No person, 
association, or.corporation shall take or hold at one time phosphate leases ex- 
ceeding in the aggregate ten thousand two hundred and forty acres in the 
United States. No person, association, or corporation shall take or, hold at 
one time any. interest or interests as a member of an association or associations 
or.as a stockholder. of a corporation or. corporations holding a lease or leases, 
permit. or permits, under the provisions hereof, which, together with the area 
oe in any direct holding of a lease or leases, permit or permits, under 
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this Act, or which, together with any other interest or interests as a member 
of an association or associations or as a stockholder of a corporation or corpo- 
rations holding a lease or leases, permit or permits, under the provisions hereof 
for any: kind of minerals hereunder, exceeds in the aggregate an amount equiva- 
lent to the maximum number of acres of the respective kinds of minerals allowed 
to any one lessee or permittee under this Act. For the purpose of this Act, no 
contract for development and operation of any lands leased hereunder, whether 
or not coupled with an interest in such lease, nor any lease or leases owned in 
common by two or more persons, shall be deemed to create a separate associa- 
tion under this section between or among such contracting parties, or the per- 
sons owning such lease or leases in common, but the proportionate interest of 
each such person shall be charged against the total acreage permitted to be 
held by such person under this Act: Provided, That the total acreage so held 
in common by two or more persons shall not exceed, in the aggregate, an amount 
equivalent to the maximum number of acres of the respective kind of minerals 
allowed to any one lessee or permittee under this Act. No option for an oil 
or gas lease on any lands held under the provisions of this Act shall be entered 
into for a period, of more than three years, without the prior approval of the 
Secretary of the Interior, and no person, association, or corporation shall hold 
any such options at one time on more than two hundred.thousand acres of land 
in any one State, except Alaska and Hawaii. No such option shall be valid 
unless notice thereof, including the number of acres under option, the names 
of all parties thereto and their respective interests, and obligations undertaken 
thereunder by the optionee, is filed in the land office of the Bureau of Land 
Management for the area in which the land under option is located and every 
option shall until exercised be charged to both optionor and optionee. In ad- 
dition each holder of any such option shall file with the Secretary within 
ninety days after the 30th day of June and the 31st day of December in each 
year a statement under oath showing as of said dates (1) name of optionor and 
serial number of lease or application for lease, (2) date and expiration date of 
each option, (3) number of acres covered by each option, and (4) aggregate 
number of options held in each State and total acreage subject to said options 
in each State. If any interest in any land is owned or controlled, directly or 
indirectly, by means of stock or otherwise, in violation of any of the provisions 
of this Act, the interest may be canceled or forfeited, or the person so owning 
or controlling the intérest may be compelled to dispose of the interest, by the 
Secretary of the Interior in an administrative proceeding, except that any 
ownership or interest forbidden in this Act which may be acquired by descent, 
will, judgment, or decree may be held for two years and not longer after its 
acquisition. In the event that the Secretary has reason to believe that fraud 
has been committed in the holding of any such interest by any person, he may 
request the Attorney General to institute appropriate proceedings against such 
person. Any such proceeding shall be instituted in the United States district 
court for the district in which the land or some part thereof is located or in 
which such person may be. found, and the court in such proceeding, in addition 
to any other penalties provided by law, may if fraud is found provide that such 
person shall be ineligible thereafter, either permanently or for a lesser period, 
to hold any lease or other interest in land under the provisions of this Act. 
The right of cancellation or forfeiture for violation of the provisions of this 
Act shall not apply so as to affect adversely any lease, option for a lease, or 
interest in a lease acquired in good faith by any qualified person, association, 
or corporation in conformity with the acreage limitations of this Act from any 
other person whose holdings, or the holdings of a predecessor in title, may have 
been canceled or forfeited, or may be subject to cancellation or forfeiture, for 
any such violation. Effective on the date of enactment of the Mineral Leasing 
Act Amendments of 1959, any person who is a party to any proceedings with 
respect to a violation of any provision of this Act, whether initiated prior to 
such date of enactment or thereafter, shall have the right to be dismissed as 
such a party upon showing that he acquired the interest involving him as such 
a party in good faith without violating any provisions of this Act. If during 
any such proceedings with respect to a violation of any provisions of this Act, 
or any proceedings with respect to fraud under such provisions, development 
rights with respect to the interest involved are suspended pending a decision 
in such proceedings, any person, who in such proceedings is found not in viola- 
tion of such provisions or not guilty of such fraud, or any person who acquired 
any part of such interest involved in good faith without violating any pro- 
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visions of this Act, shall have the right to have his interest extended for a period 
of time equal to any period during which development rights were so suspended 
with respect to such interest. Nothing herein contained shall be construed to 
limit sections 18, 19, and 22 of this Act or to prevent any number of lessees under 
this Act from combining their several interests so far as may be necessary for 
the purposes of constructing and carrying on the business of a refinery, or of 
establishing and constructing as a common carrier a pipeline or lines of rail- 
roads to be operated and used by them jointly in the transportation of oil from 
their several wells, or from the wells of other lessees under this Act, or the 
transportation of coal or to increase the acreage which may be acquired or held 
under section 17 of this Act: Provided, That any combination for such purpose 
or purposes shall be subject to the approval of the Secretary of the Interior on 
application to him for permission to form the same. Except as in this Act 
provided, if any of the lands or deposits leased under the provisions of this Act 
shall be subleased, trusteed, possessed, or controlled by any device permanently, 
temporarily, directly, indirectly, tacitly, or in any manner whatsoever, so that 
they form a part of or are in anywise controlled by any combination in the 
form of an unlawful trust, with the consent of the lessee, or form the subject 
of any contract or conspiracy in restraint of trade in the mining or selling of 
coal, phosphate, oil, oil shale, gas, or sodium entered into by the lessee, or any 
agreement or understanding, written, verbal, or otherwise, to which such lessee 
shall be a party, of which his or its output is to be or become the subject, to 
control the price or prices thereof or of any holding of such lands by any in- 
dividual, partnership, association, corporation, or control in excess of the 
amounts of lands provided in this Act, the lease thereof shall be forfeited by 
appropriate court proceedings.” 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., July 18, 1959. 
Hon James BE. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Mourray: This is in reply to your request for the views of this 
— on 8S. 2181, a bill to amend the Mineral Leasing Act of February 25, 

.We recommend that 8S. 2181 be enacted, if amended as suggested below. 

8S. 2181, which would be cited as the “Mineral Leasing Act Amendments of 
1959,” would amend extensively sections 17 and 27 of the Mineral Leasing Act 
of February 25, 1920, as amended (30 U.S.C., secs. 226, 184). A technical 
amendment would be made in section 17(a) (30 U.S.C., sec. 226(d)). 

Section 17 of the Mineral Leasing Act (30 U.S.C., sec. 226) now provides that 
leases issued thereunder shall be for an initial term of 5 years, and shall con- 
tinue so long thereafter as oil or gas are produced in paying quantities. Non- 
competitive leases are entitled to a single 5-year extension, except that leases 
continue in effect for as long as-oil or gas are produced in paying quantities. 
Section 2 of S. 2181 would amend section 17 by substituting an initial term 
of 10 years and by striking out the provision for the 5-year extension of a non- 
producing noncompetitive lease. However, a noncompetitive lease on which 
drilling operations are being conducted at the end of the initial term would be 
extended for 2 years and so long thereafter as oil or gas are produced in paying 
quahtities. Section 17, as it would be revised, would still contain the existing 
rental provisions, i.c., a minimum yearly rental of 25 cents per acre with a 
waiver of the second and third years’ rentals. 

Section 27 of the Mineral Leasing Act would be substantially changed by 
section 4 of S. 2181. The existing acreage limitation on oil and gas leases and 
options of 46,080 acres of land under lease and 200,000 acres of land under 
option in each State other than Alaska would be changed to 246,080 acres of 
land under lease and option, counted together, in each State “except the States 
of Alaska and Hawaii.” However, although there is now a limitation of 
100,000 acres under lease and 200,000 acres under option in Alaska, this limi- 
tation would be completely removed by 8. 2181 and no new limitation would be 
substituted. The question of increasing the acreage limitation in Alaska has 
been raised from time to time, and, in particular, there has recently been under 
consideration 8. 1855, a bill to amend the Mineral Leasing Act of 1920 in order 
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to increase certain acreage limitations with respect to the State of Alaska, 
which would increase permissible acreage under lease and option, counted to- 
gether, in Alaska to 1 million acres. §S. 2181, in removing all acreage limitations 
in Alaska, would thus go appreciably further than has previously been con- 
sidered. There has never been any reference to Hawaii in the Mineral Leasing 
Act since that State contains no public domain and the Mineral Leasing Act is 
consequently inapplicable to it. 

Section 27 would also be amended with respect to the provisions governing 
options. The provision limiting the acreage held under option in any one State 
to no more than 200,000 acres is retained for all States, except Alaska and 
Hawaii, despite the fact that leased and optioned acreages would be counted 

under section 27 as revised. An option would not become valid until 
notice of it had been filed in the local land office of the Bureau of Land Man- 
agement, setting forth the number of acres under option, the names of all 
parties and their respective interests, and the obligations undertaken by the 
optionee. The amended section would also provide that every option shall be 
charged to both optionor and optionee until exercised. 

As 8. 2181 would amend section 27, it would specifically authorize the Sec- 
retary of the Interior to compel a party violating the acreage limitations to dis- 
pose of the interests held in violation by an administrative proceeding. If the 
Secretary has reason to believe that fraud has been committed in the holding 
of an interest by any person, he would be permitted to ask the Attorney Gen-. 
eral to institute appropriate proceedings in the U.S. district court, and the court: 
would be authorized to declare a party ineligible to hold any lease or other- 
interest under the Mineral Leasing Act, if it found that fraud existed. The. 
new section would specifically provide that the right of the Secretary to cancel 
or forfeit any lease, option, or interest in a lease could not be applied where 
the lease, option, or interest had been acquired in good faith by a qualified 
party in conformity with the prescribed acreage limitations from another party 
whose holding had been canceled or forfeited or which was subject to cancella- 
tion or forfeiture. After the date of enactment of S. 2181, any person who was 
a party to proceedings with respect to any violation of the Mineral Leasing Act, 
whether initiated prior to that date of enactment or thereafter, would have the 
right to be dismissed from the case if he could show that he had acquired the 
interest in good faith. Any person who was involved in these proceedings who 
was found not to be guilty of fraud would have the right to have his lease or 
other interest extended for a period of time equal to the period during which 
his development rights with respect to that lease or other interest had been 
suspended. 

We endorse the proposal that the initial term of oil and gas leases be increased 
to 10 years and for so long thereafter as oil or gas is produced in paying quanti- 
ties, insofar as noncompetitive oil and gas leases only are concerned ; competitive 
leases should continue to be for a primary term of 5 years. Therefore, we 
recommend that the word “leases” at page 2, line 18, be replaced by the werds 
“Competitive leases issued under this section shall be for a primary term of 5 
years and shall continue so long thereafter as oil or gas is produced in paying 
quantities, and noncompetitive leases.” On June 4, 1959, in reporting on S. 1496, 
a bill to amend the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as 
amended, we stated that “we believe that on the whole it would be administra- 
tively desirable to provide for the issuance in the future of 10-year noncompeti- 
tive oil and gas leases with no provision for extension, except in case of preduc- 
tion.” While still holding to the view expressed in that report, we would inter- 
pose no objection to the proviso found in 8. 2181, at page 2, lines 21 through 25, 
which would authorize the extension for an additional 2 years of a noncompeti- 
tive lease for land on which drilling operations are being conducted at the end 
of the 10-year term, if the word “actual” were inserted immediately before the 
word “drilling” at line 22. If the primary term of a competitive lease is set at 
5 years, as we have recommended, we see no reason why parties holding competi- 
tive leases should not receive the same rights as those holding noncompetitive 
leases to a 2-year extension if actual drilling operations are in progress at the 
termination of the primary term. Accordingly, we recommend that the word 
noncompetitive” be deleted at page 2, line 21. No provision is made in section 
17, as it would be revised by S. 2181, for the granting of 5-year extensions of’ 
leases now outstanding in their primary term. We suggest, accordingly, that. 
there be inserted at page 3, immediately after line 19, the present third para- 
graph of section 17. That paragraph should be amended by the insertion, imme- 
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diately after the word “leases” where it first appears, of the words “outstanding 
upon the date of approval of the Mineral Leasing Act Amendments of 1959.” 

A serious flaw in section 17, as it would be amended by S. 2181, is the retention 
of the present rental requirements. A departmental proposal has been intro- 
duced in the House of Representatives as H.R. 3263, a bill to amend section 17 
of the Mineral Leasing Act of February 25, 1920 (41 Stat. 437, 443), as amended 
(30 U.S.C. 226). An identical proposal was submitted to the President of the 
Senate on January 16, 1959, but no bill has yet been introduced in the Senate. 
H.R. 3263 would increase the minimum rental per acre per annum from 25 cents 
to 50 cents. It would also repeal the proviso waiving the rental for the second 
and third years of a lease. We could not approve the enactment of S. 2181 
unless similar provisions were included in its provisions of section 17. Indeed, 
if the lease term should be extended to 10 years, a matter with which we were 
not concerned in our study of H.R. 3263, we would favor seeing the minimum 
rental for the sixth and succeeding years of a lease set at a higher figure than 
that for the first 5 years. 

With many of the proposed changes in section 27 we are in full accord. We 
would not object to counting together acreage under lease and acreage under 
option and establishing one figure of 246,080 acres for each State, except 
Alaska and Hawaii. There would be no overall increase in the acreage limita- 
tion made by S. 2181, although by the retention of the 200,000-acre limitation on 
options, it is apparent that the acreage limitation is really being changed only so 
far as the possible acreage under lease is concerned. We do not favor the 
removal of all acreage limitations applicable to Alaska. As we have pointed out 
above, this matter is at present under consideration with respect to 8. 1855. We 
believe that, pending further study of the specific problem of Alaska, section 27 
should retain the existing acreage limitations applicable to Alaska. As we have 
also pointed out above, the references to Hawaii at page 7, line 10, and page 8, 
line 22, seem superfluous. 

We do not understand the significance of the new sentence to be added to sec- 
tion 27 which is found starting at page 8, line 22. The latter part of that sen- 
tence says that an option shall be charged to both optionor and optionee until 
it is exercised. Acreage under option is charged to the optionor as acreage under 
lease, and to the optionee as acreage under option. We see no reason to alter 
this present practice, and, indeed, do not understand what changes could be con- 
templated. If it is intended to relieve the optionor of a lease acreage charge 
then we are opposed to it. 

We do not object to the specific inclusion in the revised section 27 of those 
provisions which would confirm the authority of the Secretary of the Interior 
to cancel or forfeit interests held in violation of the acreage limitation in an 
administrative proceeding. As section 27 would be amended leases, options, or 
interests in leases, which had been disposed of to a party acquiring them in good 
faith, would not be subject to cancellation or forfeiture. No means are provided 
by which the party actually violating the act could be penalized. We believe 
that section 27 should authorize the Secretary in an administrative proceeding 
to cancel or forfeit an equivalent amount of acreage in other leases, options, or 
interests in leases held by the party violating the act. 

As we interpret the text between page 9, line 13, and page 10, line 8, the 
Secretary of the Interior would, when he has reason to believe that fraud has 
been committed in the holding of any interest, be permitted to act in either of 
two ways: (1) He could proceed administratively, consistent with section 8(i) 
of the Outer Continental Shelf Lands Act (43 U.S.C., sec. 1887(i)); or (2) 
he could request the Attorney General to institute appropriate proceedings. The 
substantive distinction between the two methods would be in the penalty possible 
under the second method, i.e., a prohibition of the guilty party from holding 
thereafter any lease or other interest in land under the Mineral Leasing Act. 
To make this interpretation certain, we recommend that the word “instead” 
be inserted after the word “may” at page 9, line 24. 

The apparent objective of the sentence beginning at page 10, line 24, and 
continuing through page 11, line 10—namely, the granting of compensating time 
to those whose rights under a lease are suspended by administrative or judicial 
proceedings, is laudable. The actual wording of the sentence raises difficulties, 
however. The precise meaning of “development rights” is unclear. As a prac- 
tical matter, once a lease is called into question by the Government, in either 
an administrative or a judicial proceeding, its commercial value becomes limited. 
If the intention is to grant an innocent party, whose lease has been questioned 
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by the Government in any formal administrative contest or court proceedings, 
an extension of the primary term of his lease equal to the time elapsing between 
the initiation of the proceedings and the final determination in the lessee’s 
favor, the bill should clearly state this. We recognize that the granting of 
an extension would be equitably justified under some circumstances, such as 
where the right to drill or the right to assign has been suspended. 

We assume that it is the intention of the bill to require the payment of no 
rental during the period for which the lease is extended, since rental must be 
paid during the period of involuntary suspension. To make the bill absolutely 
clear on this point we suggest that the parenthetical phrase “(without the 
payment of rental)” be inserted after the word “extended” at page 11, line 8. 
Of course, if a lease is in a producing status during the period of suspension, 
royalties on all production during that period must be paid. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 


Sincerely yours, 
ELMER A. BENNETT, 


Acting Secretary of the Interior. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., July 17, 1959. 
Hon. JAMES BH. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
New Senate Office Building, Washington, D.C. 

My Dear Mr. CHAIRMAN: This is in response to your letter of June 17, 1959, 
requesting the comments of the Bureau of the Budget on S. 2181, a bill to 
amend the Mineral Leasing Act of February 25, 1920. 

S. 2181, which would be cited as the “Mineral Leasing Act Amendments of 
1959,” would amend extensively sections 17 and 27 of the. Mineral Leasing Act 
of 1920, as amended. The report which the Secretary of the Interior is sub- 
mitting on this bill recommends certain changes with which this Bureau agrees. 


Accordingly, there would be no objection to the enactment of S. 2181 if 
amended as suggested by the Secretary of the Interior. : 
Sincerely yours, 


Puiu §. HueHEs, 
Assistant Director for Legislative Reference. 


[S. 1496, 86th Cong., 1st sess.] 


A BILL To amend the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as 
amended 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the last sentence in the first 
paragraph, section 17 of the Mineral Leasing Act of February 25, 1920 (41 Stat. 
a ), a8 amended (U.S.C.A., title 30, sec. 226, 1958 supp.), is hereby amended as 
ollows : 

Strike out the words “for a primary term of five years” and insert in lieu 
thereof the words “for an initial term of ten years”, and strike out the third 
paragraph in said section 226 in its entirety. 

Sec. 2. The Act is hereby amended by adding a new section to read as follows: 

“Seo. 17f. That upon expiration of the initial ten-year term of any noncompeti- 
tive oil and gas lease issued pursuant to the terms of this amendment and which 
has been maintained in accordance with applicable statutory requirements and 
regulations, the record title holder thereof or his assignee whose assignment 
has been filed for approval shall be entitled to a preference right over others to 
a new lease for the same land: Provided, That the land is not withdrawn from 
oil and gas leasing or located on the geologic structure of a producing oil or gas 
field: Provided further, That the applicant for such préference right lease shall 
submit evidence pursuant to regulations to be issued by the Secretary of the 
Interior showing substantial expenditures or contributions toward operations 
on the leased lands or on other lands which would be useful in determining the 
possibilities of actual discovery of oil or gas on the leased land. A noncompeti- 
tive lease as to lands within the known geologic structure of a producing oil or 
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gas field shall be extended for a period. of two years and for so long thereafter 
as oil or gas is produced in paying quantities. A noncompetitive lease for land 
on which drilling operations are being conducted at the end of the term of such 
lease shall be extended for two years and so long thereafter as oil or gas is 
produced in paying quantities. Any preference right application for a new lease 
authorized hereunder or any noncompetitive lease extended under this paragraph 
shall be subject to the law and regulations in force at the expiration of the ten- 
year term of the base lease. No preference right lease shall be issued or any 
extension granted unless an application therefor is filed within a period of ninety 
days prior to expiration of the base lease by the record title holder thereof or 
an assignee whose assignment has been filed for approval or an operator whose 
operating agreement has been approved or filed for approval.” 

Sec. 3. That the first sentence in section 17(a), as added to the Act by the 
Act of August 8, 1946 (60 Stat. 952; U.S.C.A., title 30, sec. 226(d), 1958 Supp.), 
is hereby amended as follows: Strike out the words “primary term of five years” 
and insert in lieu thereof the words “initial term of ten years’. 

Sec. 4. Strike out the ninth sentence in section 27 of the Act, as amended 
(U.S.C.A., title 30, sec. 184, 1958 Supp.), and insert in lieu thereof the following 
sentence: “No person, association, or corporation, except as herein provided, 
shall take or hold at one time oil or gas leases exceeding in the aggregate forty- 
six thousand and eighty acres granted hereunder in any one State, except that 
in the State of Alaska no person, association, or corporation, except as herein 
provided, shall take or hold at one time oil or gas leases exceeding in the aggre 
gate one hundred thousand acres granted hereunder: Provided, That producing 
oil and gas leases shall be excluded in determining the acreage holdings under 
this section; and no person, association, or corporation shall take or hold phos- 
phate leases exceeding in the aggregate ten thousand two hundred and forty 
acres in the United States.” 

Sec. 5. In the first sentence of section 30(a), as added to the Act by the Act 
of August 8, 1946 (60 Stat. 955), as amended (U.S.C.A., title 30, see. 187(a), 
1958 Supp.), change the provision concerning the effective date to read “shall 
take effect as of the last day of the lease month following the date of filing 
in the proper land office of three original executed counterparts thereof, or 
certified copies thereof.” 

Sec. 6. In the fifth sentence of section 30(a), as added to the Act by the Act 
of August 8, 1946 (60 Stat. 955), as amended (U.S.C.A., title 30, sec. 187(a), 
1958 Supp.), strike out all after the semicolon and insert in lieu thereof the words 
“and the segregated leases shall continue in full force and effect for the ten-year 
term of the base lease, or any extension thereof, and for so long thereafter as 
oil or gas is produced in paying quantities on any of the segregated leases.” 
Strike out the last sentence of said section 187(e) of title 30, United States Code 
Annotated, 1958 Supplement, and insert in lieu thereof the following word: “Any 
lease segregated under the provisions of this section, unless terminated as other- 
wise provided in the Act of February 25, 1920 (41 Stat. 437), as amended, shall 
continue in force and effect for not less than two years and for so long as any 
other segregated portion of the same lease shall continue in force and effect.” 

Sec. 7. No repeal or amendment made by this Act shall affect any right acquired 
under the law as it existed prior to such repeal or amendment, and such right 
shall be governed by the law in effect at the time of its acquisition; but any 
record holder of a lease issued and outstanding under the provisions of the 
Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as amended, as it 
existed on the effective date of this Act may file an application within one year 
after the effective date of this Act, to exchange his lease for a new lease under 
this Act: Provided, That the term of such exchange lease when added to the 
term of the base lease shall not exceed a total of twenty years unless extended 
by actual production on the lease. 


U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington D.C., June 4, 1959. 
Hon, JaMeEs E. MURRAY. 


Committee om Interior and Insular Affairs, 
U.S. Senate, Washington, D.C. 
Dear SenaTor Murray: There is now pending before your committee, S. 1496, 
a a the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as 
amen 
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We recommend that 8. 1496 not be enacted. 

S. 1496 would extensively amend the Mineral Leasing Act of February 25, 
1920 (41 Stat. 487), as amended (30 U.S.C., see. 181 et seq.). Section 17 of the 
Mineral Leasing Act (30 U.S8.C., sec. 226) now provides that leases issued there- 
under shall be for an initial term of 5 years, and shall continue so long there- 
after as oil or gas is produced in paying quantities. Noncompetitive leases are 
entitled to a single 5-year extension, except that leases continue in effect for as 
long as oil or gas is produced in paying quantities. Section 1 of S. 1496, would 
amend section 17 by substituting an initial term of 10 years and by striking out 
the provision for the extension of a nonproducing noncompetitive lease. 

A new section 17f would be added to the Mineral Leasing Act by section 2 
of S. 1496. This section would provide the holder of a noncompetitive oil and 
gas lease on land neither withdrawn from oil and gas leasing nor within the 
geologic structure of a producing field a preference right over other parties to a 
new lease on that land. However, in order to qualify for such a preference right, 
the applicant would have to show substantial expenditures or contributions to- 
ward operations on the leased land or on other lands useful in determining the 
possibilities of actual discovery of oil or gas on the leased lands, A noncom- 
petitive lease on lands within the known geologic structure of a producing oil 
or gas field would be extended for a period of 2 years and so long thereafter as 
oil or gas was produced in paying quantities. Where drilling operations are 
being conducted at the end of the term of a lease, the extension would be the 
same as on a known geologic structure. Application for a preference right 
lease would have to be filed 90 days prior to the expiration of the base lease. 

Section 27 of the Mineral Leasing Act, as amended (30 U.S.C., sec. 184), 
limits the acreage which may be held under oil and gas lease in any one State 
to 46,080, except that in Alaska 100,000 acres may be held under lease. This 
limitation would be eased by section 4 of S. 1496 which would exclude producing 
oil and gas leaseholds from the computation of allowable acreage. 

Section 5 of the bill would amend section 30(a) of the act (30 U.S.C., see. 
187a) by establishing the last day of-the lease month rather than the first day 
as the effective date of an assignment. That section would also be amended 
to provide that segregated leases would continue in full force and effect for the 
10-year term of the base lease and any extension thereof, and as long thereafter 
as there is production in paying quantities on any of the segregated leases. Any 
lease segregated under the provisions of section 30(a) would continue, unless 
otherwise terminated under the act, for not less than 2 years and as long as 
any other segregated portion of the same lease should continue in force and 
effect. 

Section 7 of S. 1496 would protect any rights acquired under the Mineral 
Leasing Act prior to the enactment of S. 1496. However, it would permit hold- 
ers of existing leases to exchange them for leases issued under the statute as it 
would be revised by S. 1496. 

We believe that section 2 of 8S. 1496 would prove most undesirable if enacted. 
As we have pointed out above, the present primary term of an oil and gas lease 
is 5 years, but S. 1496 would make that primary term 10 years. Since under 
section 2 of S. 1496 the holder of a 10-year noncompetitive lease would haye a 
preference right to a new lease on land that had not in the meantime been 
withdrawn or found to be on the geologic structure of a producing field, the 
holder of such a lease would possess the right of holding it without discovery for 
a period of as much as 20 years. This seems to us unjustified. If diligent 
exploratory operations on a leasehold for a period of 10 years fail to lead toa 
discovery of oil or gas on that leasehold, there is a reasonable assumption that 
oil and gas deposits are not to be found there. However, if there are no explora- 
tory operations during that 10-year period, it would be manifestly unjust and 
not in the Government’s best interest to permit the lease to be continued for 
another 10 years and thus to deny the lease of those lands to another who might 
in good faith wish to explore for oil and gas. We feel that the general effect 
of this section would be to deter rather than to promote development and, by 
the addition of new categories of leases, greatly complicate the administration 
of oil and gas leasing. 

Changing the primary term from 5 years to 10 years, as provided in section 1, 
could lead to some administrative difficulties, but we believe that on the whole 
it would be administratively desirable to provide for the issuance in the future 
of 10-year noncompetitive oi] and gas leases with no provision for extension ex- 
cept in case of production. Existing lessees should not be permitted to exchange 
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their outstanding leases for 10-year leases. At the present time the 5-year ex- 
tension is generally granted, although, of course, the extension is not automatic. 
The mere granting of an extension imposes a burden upon the activities of the 
Department, and this administrative burden outweighs any advantage to the 
Department in being in a position to terminate a lease at the end of the initia] 
5-year period. However, we could support a policy of granting 10 year leases 
only if the provisions embodied in H.R: 3263, a bill to amend section 17 of the 
Mineral Leasing Act of February 25, 1920 (41 Stat. 487, 443), as amended (30 
U.8.C., sec. 226), were adopted. That bill provides for the increase in the mini- 
mum rental established by statute for oil and gas leases from 25 cents per acre 
per annum to 50 cents and for the elimination of the existing statutory waiver 
of the second and third year’s rentals. The actual rental charged could be 
increased by departmental regulation, but we would prefer to see legislation in- 
creasing the minimum rental enacted. While generally opposed to the enact- 
ment of S. 1496, we would not object to the enactment of section 1, if coupled 
with the enactment of the provision of H.R. 3263. 

Section 4 of S. 1496, in excluding producing acreage from the determination of 
acreage held under lease for the purposes of the Mineral Leasing Act, would 
deviate from one of the original purposes of the Congress in establishing the 
acreage limitations in that act—namely, the prevention of a monopoly of oil and 
gas production on the public lands as well as the prevention of a monopoly of 
the acreage under lease. Furthermore, there would be great administrative 
difficulties in keeping tract of acreage under lease if this section became law. 
Consequently, we object to this provision. 

The provisions of section 5 have presumably arisen because of the decision in 
the Franco Western Oil Company case (65 I.D. 316). That case held that an 
assignment made during the last month of the extended term of a noncompetitive 
oil and gas lease was invalid, because under section 30(a) such an assignment 
becomes effective as of “the first day of the lease month following the date of 
filing. * * *” Consequently, the lease had expired before the assignment became 
effective. Under section 5 of S. 1496 an assignment would become effective on 
“the last day of the lease month following the date of filing. * * *” This, we 
presume, is an error in the text. It was probably intended to provide that the 
assignment be effective as of the last day of the lease month in which the 
assignment was filed. If section 30(a) were amended in this manner, leases 
would not terminate under the Franco Western holding prior to the effective date 
of the assignment. The assignment would become effective on the last day of 
the month and thus not be subsequent to the termination of the lease. To section 
5, if amended to reflect what we believe to be its true intent, we offer no 
objection. 

Section 6, however, is objectionable in that all of the various segregated por- 
tions of a lease would continue in effect as long as there is production on any 
one of them. We feel that a partial assignment creates segregated leases which 
are then separate contracts with the Government. As independent contracts the 
assigned and retained portions of a lease should not be affected by the happen- 
ings elsewhere than on their own portions of the lease. 

Since we have already expressed our opposition to the granting of preference 
right leases and leases for a longer period than 10 years, we need not comment 
on the substantive provisions of section 7 which would permit present lessees to 
extend their leases to cover a total of not more than 20 years, except to express 
our objection. Parties would be permitted to hold undeveloped acreages for 
even longer periods of time than at present. The bookkeeping involved in this 
matter would be extensive. The Bureau of Land Management which would be 
the agency of this Department most concerned with this problem has reported 
on section 7 of S. 1496: 

We suggest that the attention of the committee be called to the enormity of 
the task that would face the Bureau in the handling of preference right lease 
applications if this section were enacted. We estimate that this would require 
employment of approximately 45 additional personnel and would involve the 
Government in the expenditure of at least $250,000. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
Rocrr Ernst, 
Assistant Secretary of the Interior. 
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[S. 1497, 86th Cong., 1st sess.] 


A BILL To amend the Mineral Leasing Ae - February 25, 1920 (41 Stat. 437), as 
amende 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That in the last sentence of the second para- 
graph in section 17 of the Act of February 25, 1920 (41 Stat. 437), as amended 
(U.8.C.A. title 30, sec. 226(e), 1958 Supp.), insert before the period at the end 
of said sentence the words “: Provided, That for leases committed to any such 
plan after the effective date of this Act this exception from acreage holdings 
shall not become effective as to the record owner of such leases until oil or gas 
has been discovered on land committed to such plan”, and in the last sentence of 
the fifth paragraph of said section 226(e) insert before the period the words 
“; Provided, That for leases committed to any such plan after the effective date 
of this Act this exception from acreage holdings shall not become effective as to 
the record owner of such leases until oil or gas has been discovered on land 
committed to such plan.” 


U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., July 1, 1959. 
Hon, JAMES E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
U.S. Senate, Washington, D.C. 

Dear SENATOR Murray: This is in reply to your request for the views of this 
Department on S. 1497, a bill to amend the Mineral Leasing Act of February 25, 
1920 (41 Stat. 437), as amended. 

We recommend that S. 1497 not be enacted. 

Section 17(b) of the Mineral Leasing Act of February 25, 1920, which was 
added by the act of August 8, 1946 (60 Stat. 952), and amended by the act of 
July 29, 1954 (68 Stat. 585; 30 U.S.C., sec. 226e), provides that acreage included 
in an oil and gas lease operated under a cooperative or unit plan of development 
approved or prescribed by the Secretary of the Interior shall be excluded in 
determining whether the acreage held by the lessee falls within the acreage 
limitations prescribed by the Mineral Leasing Act. Similarly, acreage under 
an oil and gas lease operated under an operating, drilling, or development 
contract approved by the Secretary is excluded in the computation of allowable 
acreage. §S. 1497 would amend each of these provisions in section 17(b) to 
provide that, with respect to leases issued after the date of approval of S. 1497, 
acreage so committed to a plan or contract would be excluded in computing 
allowable acreage only after oil or gas had been discovered on the land com- 
mitted to such a plan or contract. 

We do not believe that the present law applicable to unit plans and develop- 
ment contracts should be changed. The purpose of the present law is to conserve 
the natural resources of oil and gas pools more properly. Any means of encourag- 
ing such plans and contracts should be followed. To have acreage committed to 
such a plan or contract excluded from accountable acreage whether or not 
there is production encourages participation. 

As a practical matter the enactment of S. 1497 would probably not achieve 
the results presumably desired by its supporters. Its provisions are applicable 
solely to the lessees of record. Consequently, operating companies would be 
in a position to circumvent acreage limitations by executing agreements with 
the lessees of record permitting them to carry out operations on the leasehold 
without taking an assignment. Nevertheless, the use of such operating agree- 
ments in place of assignments would be cumbersome and would create additional 
administrative problems for both the operators and the bureaus of this Depart- 
ment. 

The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report to your committee. 

Sincerely yours, 
Roger ERnst, 
Assistant Secretary of the Interior. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., June 26, 1959. 
Hon. JamMEs BE. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
New Senate Office Building, Washington, D.C. 


My Dear Mr. CuHarrnMAN: This is in response to your request for the views of 
the Bureau of the Budget with respect to S. 1497, a bill to amend the Mineral 
Leasing Act of February 25, 1920 (41 Stat. 437), as amended. 

The report which the Secretary of the Interior is submitting on this bill sets 
forth the reasons for his recommendation that S. 1497 not be enacted. This 
Bureau concurs in the views expressed in that report. yy 

Accordingly, it is recommended that S. 1497 not be enacted. 

Sincerely yours, 
Purr S. HUGHES, 
Assistant Director for Legislatiwe Reference. 


[S. 1272, 86th Cong., 1st sess.] 
A BILL To provide for the extension of certain oil and gas leases 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That any holder of an oil and gas 
lease issued under the provisions of the Mineral Leasing Act of February 25, 
1920 (41 Stat. 4387), as amended (30 U.S.C. 181 and the following), or the 
Mineral Leasing Act for Acquired Lands (61 Stat. 913; 30 U.S.C. 351-359), 
whose lease expired on September 30, 1958, and who made a partial assign- 
ment of that lease during the last month of the lease term, shall be entitled to 
an extension under the provisions of section 30(a) of the said Act of February 
25, 1920, as amended (30 U.S.C. 187a), with respect to the retained portion 
of the base lease which was segregated by that partial assignment, and the 
assignee of that leaseholder shall be entitled to a similar extension of the 
segregated portion of the lease covering the assigned lands. 


U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., July 10, 1959. 
Hon. JAMES E. MuRRay, 
Chairman, Committee on Interior and Insular Affairs, 
U.S. Senate, Washington, D.C. 


Dear SenaTOR Murray: This is in reply to your request for the views of 
this Department on §S. 1272, a bill to provide for the extension of certain oil and 
gas leases. 

We would not object to enactment of this bill. 

If S. 1272 were enacted, any party who held a lease issued under the Mineral 
Leasing Act of February 25, 1920, as amended (30 U.S.C, 181 et seq,), or the 
Mineral Leasing Act for acquired lands (30 U.S.C., sec. 351-359), which ex- 
pired on September 30, 1958, and who had made a partial assignment of his 
lease during the last month of the lease term would be entitled to an extension 
of that lease under the provisions of section 30(a) of the Leasing Act (30 
U.8.C., sec. 187a) with respect to the retained portion of the base lease segre- 
gated by that partial assignment. Similarly the assignee of that lease holder 
a be entitled to an extension with respect to the portion of the lease assigned 

Section 30(a) of the Leasing Act was amended by the act of July 29, 1954 
(68 Stat. 585), to provide that : 

“Assignments under this section may also be made of part of leases which 
are in their extended term because of any provision of said sections. The segre- 
gated lease of any undeveloped lands shall continue in full force and effect for 
2 years and so long thereafter as oil or gas is produced in paying quantities.” 

This provision has required considerable interpretation by the Solicitor of 
this Department. 
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In an opinion of June 4, 1957 (M-36443), it was held that the partial assign- 
ment of an undeveloped noncompetitive oil and gas lease which was filed and 
approved on the last day of the extended 5-year term of that lease would ex- 
tend the segregated lease for a further 2 years. On August 11, 1958, how- 
ever, in the case of Franco-Western Oil Company (65 I.D. 316) the Solicitor re- 
versed the earlier ruling, holding that a partial assignment during the last month 
of the lease term would not be appr¢eved under section 30(a). The reasoning be- 
hind this second decision was that the approval of the assignment would not 
be effective until the first day of the month following the expiration of the 
lease, and that, consequently, the lease would lapse before the assignment 
became effective. A later opinion on September 30, 1958, supplemented this 
ruling (65 1.D. 427), and held valid all partial assignments made and filed 
for approval in the last month of the extended term of leases which were to 
expire on August 31, 1958. 

We realize that many prospective assignors and assignees may have relied 
upon the 1957 opinion. Our later decision of August 11, 1958, may not have come 
to their attention immediately. We are not in a position to give administrative 
relief on the grounds of this lack of knowledge of the changed holding, but we 
would not object if the Congress should deem it desirable to validate these sub- 
sequent assignments. However, we are not certain that this bill would accom- - 
plish its desired objective, since new leases have probably been issued covering 
many Of the lands embraced in the assignments which would be validated by 
§. 1272. Where land has been leased to another party since the assignment 
was held invalid, the provisions of S. 1272 would not apply. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
Roger Ernst, 
Assistant Secretary of the Interior. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., June 30, 1959. 
Hon. JAMES E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
New Senate Office Building, Washington, D.C. 

My Dear Mr. CHAIRMAN: This is in response to your request for the views of 
the Bureau of the Budget with respect to S. 1272, a bill to provide for the ex- 
tension of certain oil and gas leases. 

The Secretary of the Interior, in his report to your committee on this bill, 
interposes no objection to its enactment in view of the possible need for relief 
arising out of the beneficiaries’ reliance upon a solicitor’s opinion which was 
subsequently reversed. This Bureau concurs. 

Accordingly, there would be no objection to the enactment of S. 1272. 

Sincerely yours, 
Puiir 8. Huenes, 
Assistant Director for Legislatwe Reference. 


[S. 2308, 86th Cong., 1st sess.] 
A BILL To validate certain extended oil and gas leases 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That all parts of any oil and gas lease issued 
under the Mineral Leasing Act of February 25, 1920, as amended (30 U.S.C. 181 
and the following), for which an extension has been granted by the Secretary 
of the Interior, by reason of a partial assignment of lease filed for approval with 
the Secretary of the Interior on or before August 29, 1958, are hereby declared 
to have been validly extended ; nothing herein contained shall, however, prohibit 
the Secretary of the Interior from contesting the initial validity of any such 
lease or the qualifications of any person to hold an interest in such lease. 
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U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., July 13, 1959. 
Hon. JAmMEs E. Murray, 


Chairman, Committee on Interior and Insular Affairs, 
U.S. Senate, Washington, D.C. 


Dear Senator Murray: This is in reply to your request for the views of this 
Department on S. 2308, a bill to validate certain extended oil and gas leases. 

We would not object to the enactment of S. 2308. 

This bill would declare that all parts of any oil and gas lease issued under the 
Mineral Leasing Act of February 25, 1920, as amended (30 U.S.C. 180 et seq.), 
for which an extension has been granted by the Secretary of the Interior by 
reason of a partial assignment of that lease filed for approval with him on or 
before August 29, 1958, are validly extended. The bill also provides that nothing 
in its terms would prohibit the Secretary of the Interior from contesting the 
aoe validity of a lease or qualifications of any person to hold an interest in 

t lease. 

Section 80(a) of the Leasing Act was amended by the act of July 29, 1954 (68 
Stat. 583, 585; 30 U.S.C., sec. 187a), to provide that: 

“Assignments under this section may also be made of parts of leases which are 
in their.extended term because of any provision of this act. The segregated 
lease of any undeveloped lands shall continue in full force and effect for 2 years 
and so long thereafter as oil or gas is produced in paying quantities.” 

This provision has required considerable interpretation by the Solicitor of 
this Department. 

In an opinion of June 4, 1957 (M-36443), it was held that the partial assign- 
ment of an undeveloped noncompetitive oil and gas lease which was filed and 
approved on the last day of the extended 5-year term of that lease would extend 
the segregated lease for a further 2 years. On August 11, 1958, however, in the 
case of Franco Western Oil Company (65 I.D. 316), the Solicitor reversed the 
earlier ruling, holding that a partial assignment during the last month of the 
lease term would not be approved under section 30(a). The reasoning behind 
this second decision was that the approval of the assignment would not be 
effective until the first day of the month following the expiration of the lease, 
and that, consequently, the lease would lapse before the assignment became 
effective. 

A later opinion on September 30, 1958, supplemented this ruling (65 I.D. 427). 
It held valid partial assignments made and filed for approval prior to the decision 
of August 11, 1958, and, in addition, held valid partial assignments made and 
filed for approval in the last month of the extended term of leases which were 
to expire on August 31, 1958. The reasoning behind this supplemental opinion 
was that parties had been justified in relying upon the original opinion, and that 
the Franco Western decision should be given no retroactive effect. It was stated 
in the opinion that it “has not been the practice of the Department to give its 
decision retroactive effect so as to disturb actions taken in other cases on an 
overruled interpretation of the law.” (65 1.D. 428.) 

S. 2308 would, in effect, merely be legislative confirmation of the Department’s 
opinion of September 30, 1958. Although we do not see that this legislation is 
necessary, we would not object to this method of removing any doubt that may 
exist as to the validity of leases extended on the basis of the Department’s 
decisions of June 4, 1957, and of September 30, 1958. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
Rocer ERNST, 
Assistant Secretary of the Interior. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. 0. July 18, 1959. 
Hon. James E. Murray, 


Chairman, Committee on Interior and Insular Affairs, 
New Senate Office Building, Washington, D.C. 

My Dear Mr. Cuarmman: This is in response to your request for the views 
of the Bureau of the Budget with respect to S. 2308, a bill to validate certain 
extended oil and gas leases. 
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The report which the Secretary of the Interior is submitting on this bill 
indicates that it would be merely legislative confirmation of a departmental 
opinion, and interposes no objection to this method of removing any doubt as 
to the validity of certain leases. 

This Brueau concurs and, accordingly, would have no objection to the enact- 
ment of S. 2308. 

Sincerely yours, 
Patti 8. HucHes, 
Assistant Director for Legislatwe Reference. 


[S. 852, 86th Cong., 1st sess.] 


A BILL To amend section 30(a) of the Mineral Leasing Act of February 25, 1920, as 
amended (30 U.S.C. 187a), to prevent the undesirable division of oil and gas leaseholds 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That subsection 30(a) of the Mineral 
Leasing Act, as amended by the Act of July 29, 1954 (G60 Stat. 585; 30 U.S.C. 
187a), is further amended by the insertion of the following sentence immedi- 
ately after the first sentence thereof: “The Secretary shall not, however, approve 
any Assignment of an interest in less than six hundred and forty acres except 
where (1) the proposed assignment covers the entire acreage of an existing 
valid lease which includes less than six hundred and forty acres, (2) the pro- 
posed assignee enters into an agreement, satisfactory to the Secretary, requir- 
ing the assignee within two years from the effective date of the assignment 
to commence drilling or to enter into a cooperative or unit plan of development 
or operation satisfactory to the Secretary, and posts a surety company bond 
to secure compliance with the agreement, and, in the event of the assignee’s 
failure to comply therewith, the assigned portion of the lease shall be auto- 
matically terminated, (3) the lands covered by the proposed assignment are 
within a cooperative or unit plan of development or operation approved by 
the Secretary, or within a proposed cooperative or unit plan of development 
or operation pending for approval before the Secretary, or (4) the lands covered 
by the proposed assignment are within an oil or gas producing field.” 


U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C. 
Hon. RicHarp M. Nixon, 
President, U.S. Senate, 
Washington, D.C. 


DEAR MR. PRESIDENT: Enclosed are four copies of a proposed bill to amend 
section 30(a) of the Mineral Leasing Act of February 25, 1920, as amended (30 
U.S.C., 187a), to prevent the undesirable division of oil and gas leaseholds. 

We request that the proposed legislation be referred to the appropriate com- 
mittee for consideration, and we recommend that it be enacted. 

Section 80(a) of the Mineral Leasing Act, as amended by the act of July 29, 
1954 (68 Stat. 585; 30 U.S.C. 187a), provides that any oil or gas lease issued under 
the act may be assigned or subleased, with respect to all or any part of the 
acreage included therein, to any person qualified to win such a lease. All as- 
signments or subleases of this type are subject to final approval by the Secretary 
of the Interior. 

In past years Many persons advertising in newspapers and periodicals through- 
out the Nation have offered for sale to the public 40-acre oil and gas leases issued 
by the Government. The customary price for the sale of such a lease is $100. 
In their advertising these persons have implied that many can be lucky enough to 
“strike it rich,” relying solely on the information offered. In their advertise- 
ments such psychologically encouraging items are employed as maps which show 
oil actiivties within the particular State. Generally speaking, the prospective 
purchaser cannot distinguish between development and wildcat drilling. In 
reality, the profitable leasing of lands for oil and gas cannot be based simply on 
such information, but must, rather, be the result of the use of technical skill and 
science and by the investment of considerable sums of capital.’ The average lay- 
man, inexperienced in the oil industry and ignorant of the time and effort 
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needed in the selection of drilling sites, can be easily misled by advertisements 
which report oil strikes. 

Because of these advertisements there was an unprecedentedly heavy filing of 
oil and gas lease offers for 40-acre tracts; these leases were taken, we believe, 
purely for speculation. This tremendous influx of offers imposed a heavy 
burden on the various land offices. On June 17, 1952, departmental regulations 
(43 CFR 192.42(d)) were amended to provide that leases for less than 640 acres 
would be issued only under exceptional circumstances. Unfortunately, the amend- 
ment of these regulations was only a partial solution to this problem, since lease- 
holders could under the present terms of section 30(a) assign or sublease 40- 
acre tracts. Although the 1952 regulation generally prohibits the issuance of 
small oil and gas leases, advertisers are still able to offer for sale 40-acre leases 
assigned out of larger leases. The volume of work imposed by the requests for 
approval of such assignments is a heavy burden on our various land offices. 
Moreover, under existing conditions many people are the victims of misleading 
advertising. 

Accordingly, we believe that section 30(a) should be amended to prohibit the 
Secretary of the Interior, under most circumstances, from approving any as- 
signment offer covering less than 640 acres. We would, however, recommend 
that there be certain exceptions to that rule. One necessary exception would be 
where the entire acreage of an existing valid lease is less than 640 acres. Other 
exceptions would be where there is evidence that exploration or development will 
actually be undertaken in the assigned area. The enclosed draft bill would 
amend section 30(a) to accomplish these desirable results. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of the proposed legislation to the Congress. 


Sincerely yours, 
Frep A. SEATON, 


Secretary of the Interior. 


BXEcUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., February 20, 1959. 
Hon. James EB. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
U.8. Senate, Washington, D.C. 

My Dear Me. Cuarrman: This is in response to your request for the views of 
the Bureau of the Budget with respect to S. 852, a bill to amend section 30(a) of 
the Mineral Leasing Act of February 25, 1920, as amended (30 U.S.C. 187a), to 
prevent the undesirable division of oil and gas leaseholds. 

The Secretary of the Interior, in an executive communication dated January 
28, 1959, set forth the reasons for his support of legislation identical with that 
embodied in S. 852. This Bureau concurs in the views expressed in that letter 


and accordingly, would have no objection to the enactment of S. 852. 
Sincerely yours, 


Puiu §. Hueses, 
Assistant Director for Legislative Reference. 


[8. 853, 86th Cong., 1st sess.] 


A BILL To amend section 30(a) of the Mineral Leasing Act of February 25, 1920, as 
amended (30 U.S.C. 187a), to prevent the undesirable division of oil and gas leaseholds 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection 30(a) of the Act of February 
25, 1920, as amended (60 Stat. 585; 30 U.S.C. 187a), is further amended by the 
addition of the following proviso to the third sentence thereof: “And provided 
further, That, unless an assignment or sublease of any segregated portion of a 
lease comprising less than six hundred and forty acres contains a statement that 
such assignment is not the outgrowth of a public offering, the Secretary may 
disapprove such assignment or sublease if he finds that such assignment or sub- 
lease resulted from a public offering tending to foster possible uniformed specula- 
tion in small tracts or to impede the orderly development of public lands. 
Public offering as used in this section shall mean solicitation by means of news- 
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paper, magazine, radio, or television advertising or by means of sending through 
the mail identical or nearly identical letters of solicitation or advertising ma- 
terial to fifty or more persons’”’. 


[S. 2389, 86th Cong., 1st sess.] 


A BILL To amend section 17 of the Mineral Leasing Act of February 25, 1920 (41 Stat. 
437, 443), as amended (30 U.S.C. 226) 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the fourth paragraph of section 17 of 
the Act of February 25, 1920 (41 Stat. 437, 443), as amended by the Act of 
August 8, 1946 (60 Stat. 950, 951), and the Act of July 29, 1954 (68 Stat. 583; 
80 U.S.C. 226), is further amended by (1) the deletion of the figure “25” in the 
first sentence and the insertion in its place of the figure “50’’, and (2) the de- 
letion in its entirety of the proviso at the end of the paragraph. 


(The following correspondence was ordered printed: ) 


First SOUTHWEST Oo., 
Dallas, Tez., July 14, 1959. 
Senator JaMEes E. Murray, 
Washington, D.C.: 

Matters referred to in Senate bill 1272 are adequately covered by Government 
regulations and should not be changed by- congressional action. I would ap- 
preciate your opposing this bill in hearings July 15. 

WINTON A. JACKSON, 
Vice President. 


RosweELL, N. Mex., July 14, 1959. 
Senator JAMES E. MurBay, 
Senate Office Building, 
Washington, D.C.: 
Passage of Senate bill 1272 will weaken the administrative control by Federal 
regulation of the public domain. Suggest you oppose this legislation in hearing 


tomorrow. 
CHARLES B. READ. 


ALASKA DEPARTMENT OF MINES, 
Juneau, Alaska, April 17, 1959. 
Hon. ERNEST GRUENING, 
U.S. Senate, Washington, D.C. 


Deak ERNEST: Reference is made to your letter of April 13, 1959, submitting 
proposed legislation by Senator Clinton P. Anderson with an analysis by Lewis 
E. Hoffman. 

We agree that S. 1496 does have some reasonable provisions, but taken as a 
whole it would have the tendency to place oil and gas leased lands into a “deep 
freeze” without development for as much as 20 years. If an oil and gas lease 
which was 9 years old were traded for a new 10-year lease under the provisions 
of the proposed legislation, the 20-year period could even be extended. We do not 
believe that this possibility of removing oil and gas from lands from development 
would be in the best interest of the State of Alaska. 

There is one provision, however, in section 4, which does parallel the State’s 
new Land Act, and that is that producing oil and gas leases shall be excluded 
in determining acreage holdings. 

As usual, there appears to be a difference of opinion on this legislation among 
members of the oil and gas industry. Western Oil & Gas Association, whose mem- 
bers are made up of most of the companies active in Alaska, is in general opposed 
to the bill. Rocky Mountain Oil & Gas, on the other hand, seems to favor 
at least part of the bill (with the exception of secs. 2 and 7), and would like 
to add further amendments before they would support it. 

Generally speaking, we feel that the bill as written would not be in the best 
interest of Alaska if enacted. 

Sincerely yours, 
: PutIt R. HoLpsworrsa, 
Commissioner, Department of Natural Resources. 
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p. 70.) 


This agreement, entered into as of the _.._-_------ he, eS 
1957, by and between the parties subscribing, ratifying, or consenting hereto, 
and herein referred to.as the “parties hereto,” WirnesseTH : Whereas the parties 
hereto are the owners of working, royalty, or other oil and gas interests in the 
unit area subject to this agreement; and 

Whereas the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as 
amended, 30 U.S.C. secs. 181 et seq., authorizes Federal lessees and their repre- 
sentatives to unite with each other, or jointly or separately with others, in 
collectively adopting and operating a cooperative or unit plan of development 
or operation of any oil or gas pool, field, or like area, or part thereof for the 
purpose of more properly conserving the natural resources thereof whenever 
determined and certified by the Secretary of the Interior to be necessary or 
advisable in the public interest ; and 

Whereas the parties hereto hold sufficient interests in the ~-------______ 
Unit Area covering the land hereinafter described to give reasonably effective 
control of operations therein ; and 

Whereas it is the purpose of the parties hereto to conserve natural resources, 
prevent waste, and secure other benefits obtainable through development and 
operation of the area subject to this agreement under the terms, conditions, and 
limitations herein set forth ; 

Now, therefore, in consideration of the premises and the promises herein 
contained, the parties hereto commit to this agreement their respective interests 
in the below-defined unit area, and agree severally among themselves as follows: 

1. Enabling act and regulations. The Mineral Leasing Act of February 235, 
1920, as amended, supra, and all valid pertinent regulations, including operating 
and unit plan regulations, heretofore issued thereunder or valid, pertinent, and 
reasonable regulations hereafter issued thereunder are accepted and made a 
part of this agreement as to Federal lands, provided such regulations are not 
inconsistent with the terms of this agreement; and as to non-Federal lands, 
the oil and gas operating regulations in effect as of the effective date hereof 
governing drilling and producing operations, not inconsistent with the terms 
hereof or the laws of the State in which the non-Federal land is located, are 
hereby accepted and made a part of this agreement. 

2. Unit area. The following-described land is hereby designated and recog- 
nized as constituting the unit area: 

(NoTe.—Describe area pursuant to official Bureau of Land Management 
survey.) 

Exhibit A attached hereto is a map showing the unit area and the boundaries 
and identity of tracts and leases in said area to the extent known to the Unit 
Operator. Exhibit B attached hereto is a schedule showing to the extent known 
to the Unit Operator the acreage, percentage, and kind of ownership of oil and 
gas interests in all land in the unit area. However, nothing herein or in said 
schedule or map shall be construed as a representation by any party hereto as to 
the ownership of any interest other than such interest or interests as are shown 
in said map or schedule as owned by such party. Exhibits A and B shall be 
revised by the Unit Operator whenever changes in the unit area render such 
revision necessary, or when requested by the Oil and Gas Supervisor, hereinafter 
referred to as “Supervisor” and not in the below-defined unit area, and agree 
severally among themselves as follows: 

(Note.—This alternate page 2 is to be used instead of standard page 2 only 
when written land descriptions in section 2 of the unit agreement are avoided 
by appropriate reference to exhibit “A”. ) 

1. Hnabling act and regulations. The Mineral Leasing Act of February 25, 
1920, as amended, supra, and all valid pertinent regulations, including operating 
and unit plan regulations, heretofore issued thereunder or valid, pertinent, and 
reasonable regulations hereafter issued thereunder are accepted and made a part 
of this agreement as to Federal lands, provided such regulations are not incon- 
sistent with the terms of this agreement; and as to non-Federal lands, the oil and 
gas operating regulations in effect as of the effective date hereof governing drill- 


(The following exhibit was submitted to Mr. French by the U.S. 
Geological Survey in response to a request of Senator Anderson, on 
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ing and producing operations, not inconsistent with the terms hereof or the laws 
of the State in which the non-Federal land is located, are hereby accepted and 
made a part of this agreement. 

2. Unit area. The area specified on the map attached hereto marked exhibit 
A is hereby designated and recognized as constituting the unit area, containing 

Exhibit A shows, in addition to the boundary of the unit area, the boundaries 
and identity of tracts and leases in said area to the extent known to the Unit 
Operator. Exhibit B attached hereto is a schedule showing to the extent known 
to the Unit Operator the acreage, percentage, and kind of ownership of oil and 
gas interests in all land in the unit area. However, nothing herein or in said 
schedule or map shall be construed as a representation by any party hereto as 
to the ownership of any interest other than such interest or interests as are 
shown in said map or schedule as owned by such party. Exhibits A and B shall 
be revised by the Unit Operator whenever changes in the unit area render such 
revision necessary, or when requested by the Oil and Gas Supervisor, herein- 
after referred to as “Supervisor” and not less than six copies of the revised 
exhibits shall be filed with the Supervisor. 

The above-described unit area shall when practicable be expanded to include 
therein any additional tract or tracts regarded as reasonably necessary or advisa- 
ble for the purpose of this agreement, or shall be contracted to exclude lands 
not within any participating area whenever such expansion or contraction is 
necessary or advisable to conform with the purposes of this agreement. Such 
expansion or contraction shall be effected in the following manner : 

(a) Unit Operator, on its own motion or on demand of the Director of the 
Geological Survey, hereinafter referred to as “Director,” after preliminary con- 
currence by the Director, shall prepare a notice of proposed expansion or con- 
traction describing the contemplated changes in the boundaries of the unit area, 
the reasons therefor, and the proposed effective date thereof, preferably the first 
day of a month subsequent to the date of notice. 

(b) Said notice shall be delivered to the Supervisor, and copies thereof mailed 
to the last known address of each working interest owner, lessee, and lessor 
whose interests are affected, advising that 30 days will be allowed for submission 
to the Unit Operator of any objections. 

(c) Upon expiration of the 30-day period provided in the preceding item (b) 
hereof, Unit Operator shall file with the Supervisor evidence of mailing of the 
notice of expansion or contraction and a copy of any objections thereto which 
have been filed with the Unit Operator, together with an application in sufficient’ 
number, for approval of such expansion or contraction and with appropriate 
joinders. 

(d) After due consideration of all pertinent information, the expansion or 
contraction shall, upon approval by the Director, become effective as of the date 
prescribed in the notice thereof. 

(e) All legal subdivisions of unilized lands (i.e., 40 acres by Government sur- 
vey or its nearest lot or tract equivalent in instances of irregular surveys, how- 
ever, unusually large lots or tracts shall be considered in multiples of 40 acres, or 
the nearest aliquot équivalent thereof, for the purpose of elimination under this 
subsection), no parts of which are entitled to be in a participating area within 
5 years after the first day of the month following the effective date of the first 
initial participating area established under this unit agreement, shall be elimi- 
nated automatically from this agreement, effective as of the first day thereafter, 
and such lands shall no longer be a part of the unit area and shall no longer 
be subject to this agreement, unless at the expiration of said 5-year period 
diligent drilling operations are in progress on unitized lands not entitled to 
participation, in which event all such lands shall remain subject hereto for so 
long as such drilling operations are continued diligently, with not more than 
90 days’ time elapsing between the completion of one such well and the com- 
mencement of the next such well, except that the time allowed between such 
wells shall not expire earlier than 30 days after the expiration of any period 
of time during which drilling operations are prevented by a matter beyond the 
reasonable control of unit operator as set forth in the section hereof entitled 
‘Unavoidable Delay”; provided that all legal subdivisions of lands not in a 
participating area and not entitled to become participating under the applicable 
provisions of this agreement within 10 years after said first day of the month 
following the effective date of said first initial participating area shall be elimi- 
nated as: above specified: | Determination of creditable “Unavoidable Delay” 
time shall be made by unit operator and subject to approval of the Director. 
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The unit operator shall, within 90 days after the effective date of any elimination 
hereunder, describe the area so eliminated to the satisfaction of the Director and 
promptly notify all parties in interest. 

If conditions warrant extension of the 10-year period specified in this subsection 
2(e), a single extension of not to exceed 2 years may be accomplished by consent 
of the owners of 90 percent of the current unitized working interests and 60 
percent of the current unitized basic royalty interests (exclusive of the basic 
royalty interests of the United States), on a total-nonparticipating-acreage basis, 
respectively, with approval of the Director, provided such extension application 
is submitted to the Director not later than 60 days prior to the expiration of said 
10-year period. , 

Any expansion of the unit area pursuant to this section which embraces lands 
theretofore eliminated pursuant to this subsection 2(e) shall not considered 
automatic commitment or recommitment of such lands. 

3. Unitized land and unitized substances. All land committed to this agree 
ment shall constitute land referred to herein as “unitized land” or “land subject to 
this agreement.” All oil and gas in any and all formations of the unitized land 
are unitized under the terms of this agreement and herein are called “unitized 
substances.” 

4. Unit operator. is hereby designated as Unit 
Operator and by signature hereto as Unit Operator agrees and consents to 
aecept the duties and obligations of Unit Operator for the discovery, development, 
and production of unitized substances as herein provided. Whenever reference 
is made herein to the Unit Operator, such reference means the Unit Operator 
acting in that capacity and not as an owner of interest in unitized substances, and 
the term “working interest owner” when used herein shall include or refer to 
Unit Operator as the owner of a working interest when such an interest is owned 
by it. 

5. Resignation or removal of unit operator. Unit Operator shall have the 
right to resign at any time prior to the establishment of a participating area 
or areas hereunder, but such resignation shall not become effective so as to 
release Unit Operator from the duties and obligations of Unit Operator and 
terminate Unit Operator’s rights as such for a period of 6 months after notice 
of intention to resign has been served by Unit Operator on all working interest 
owners and the Director, and until all wells then drilled hereunder are placed 
in a satisfactory condition for suspension or abandonment whichever is required 
by the Supervisor, unless a new Unit Operator shall have been selected and 
approved and shall have taken over and assumed the duties and obligations of 
Unit Operator prior to the expiration of said period. 

Unit Operator shall have the right to resign in like manner and subject to 
like limitations as above provided at any time a participating area established 
hereunder is in existence, but, in all instances of resignation or removal, until 
a successor unit operator is selected and approved as hereinafter provided, the 
working interest owners shall be jointly responsible for performance of the 
duties of unit operator, and shall not later than 30 days before such resignation 
or removal becomes effective appoint a common agent to represent them in any 
action to be taken hereunder. 

_ The resignation of Unit Operator shall not release Unit Operator from any 
liability for any default by it hereunder occurring prior to the effective date 
of its resignation. 

The Unit Operator may, upon default or failure in the performance of its 
duties or obligations hereunder, be subject to removal by the same percentage 
vote of the owners of working interests determined in like manner as herein 
provided for the selection of a new Unit Operator. Such removal shall be 
effective upon notice thereof to the Director. 

The resignation or removal of Unit Operator under this agreement shall 
not terminate its right, title, or interest as the owner of a working interest or 
other interest in unitized substances, but upon the resignation or removal of 
Unit Operator becoming effective, such Unit Operator shall deliver possession 
of all equipment, materials, and appurtenances used in conducting the unit 
operations and owned by the working interest owners to the new duly qualified 
successor Unit Operator or to the owners thereof if no such new Unit Operator 
is elected, to be used for the purpose of conducting unit operations hereunder. 
Nothing herein shall be construed as authorizing removal of any material, 
equipment and appurtenances needed for the preservation of any wells. 

6. Successor unit operator. Whenever the Unit Operator shall tender his or 
its resignation as Unit Operator or shall be removed as hereinabove provided, 
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the owners of the working interests in the participating area or areas according 
to their respective acreage interests in such participating area or areas, or, until 
a participating area shall have been established, the owners of the working 
interests according to their respective acreage interests in all unitized land, 
shall by majority vote select a successful Unit Operator: Provided, 'That, if a 
majority but less than 75 percent of the working interests qualified to vote are 
owned by one party to this agreement, a concurring vote of one or more addi- 
tional working interest owners shall be required to select a new operator. Such 
selection shall not become effective until 

(a) a Unit Operator so selected shall accept in writing the duties and respon- 
sibilities of Unit Operator, and 

(b) the selection shall have been approved by the Director. If no successor 
Unit Operator is selected and qualified as herein provided, the Director at his 
election may declare this unit agreement terminated. 

7. Accounting provisions and unit operating agreement. If the Unit Operator 
is net the sole owner of working interests, costs and expenses incurred by Unit 
Operator in conducting unit operations hereunder shall be paid and apportioned 
among and borne by the owners of working interests, all in accordance with the 
agreement or agreements entered into by and between the Unit Operator and the 
owners of working interests, whether one or more, separately or collectively. _ 
Any agreement or agreements entered into between the working interest owners 
and the Unit Operator as provided in this section, whether one or more, are 
herein referred to as the “unit operating agreement.” Such unit operating agree- 
ment shall also provide the manner in which the working interest owners shall 
be entitled to receive their respective proportionate and allocated share of the 
benefits accruing hereto in conformity with their underlying operating agree- 
ments, leases, or other independent contracts, and such other rights and obliga- 
tions as between Unit Operator and the working interest owners as may be 
agreed upon by Unit Operator and the working interest owners; however, no 
such unit operating agreement shall be deemed either to modify any of the terms 
and conditions of this unit agreement or to relieve the Unit Operator of any 
right or obligation established under this unit agreement, and in case of any 
inconsistency or conflict between the unit agreement and the unit operating 
agreement, this unit agreement shall prevail. Three true copies of any unit 
operating agreement executed pursuant to this section should be filed with the 
Supervisor, prior to approval of this unit agreement. 

8. Rights and Obligations of unit operator. Except as otherwise specifically 
provided herein, the exclusive right, privilege, and duty of exercising any and 
all rights of the parties hereto which are necessary or convenient for prospecting 
for, producing, storing, allocating, and distributing the unitized substances are 
hereby delegated to and shall be exercised by the Unit Operator as herein pro- 
vided. Acceptable evidence of title to said rights shall be deposited with said 
Unit Operator and, together with this agreement, shall constitute and define 
the rights, privileges, and obligations of Unit Operator. Nothing herein, how- 
ever, shall be construed to transfer title to any land or to any lease or operating 
agreement, it being understood that under this agreement the Unit Operator, 
in its capacity as Unit Operator, shall exercise the rights of possession and use 
vested in the parties hereto only for the purposes herein specified. 

9. Drilling to discovery. Within 6 months after the effective date hereof, 
the Unit Operator shall begin to drill an adequate test well at a location ap- 
proved by the Supervisor, unless on such effective date a well is being drilled 
conformably with the terms hereof, and thereafter continue such drilling dili- 
gently until the formation has been tested or until at a lesser 
depth unitized substances shall be discovered which can be produced in paying 
quantities (to wit: quantities sufficient to repay the costs of drilling, and pro- 
ducing operations, with a reasonable profit) or the Unit Operator shall at any 
time establish to the satisfaction of the Supervisor that further drilling of 
said well would be unwarranted or impracticable, provided, however, that Unit 
Operator shall not in any event be required to drill said well to a depth in 
excess of __.. feet. Until the discovery of a deposit of unitized substances 
capable of being produced in paying quantities, the Unit Operator shall con- 
tinue drilling diligently one well at a time, allowing not more than 6 months 
between the completion of one well and the beginning of the next well, until 
a well capable of producing unitized substances in paying quantities is com- 
pleted to the satisfaction of said Supervisor or until it is reasonably proved 
that the unitized land is incapable of producing unitized substances in paying 
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quantities in the formations drilled hereunder. Nothing in this section shall 
be deemed to limit the right of the Unit Operator to resign as provided in 
section 5 hereof, or as requiring Unit Operator to commence or continue any 
drilling during the period pending such resignation becoming effective in order 
to comply with the requirements of this section. The Director may modify 
the drilling requirements of this section by granting reasonable extensions of 
time when, in his opinion, such action is warranted. 

Upon failure to comply with the drilling provisions of this section, the 
Director may, after reasonable notice to the Unit Operator, and each working 
interest owner, lessee, and lessor, at their last known addresses, declare this 
unit agreement terminated. 


10. Plan of further development and operation. Within 6 months after com-. 


pletion of a well capable of producing unitized substances in paying quantities, 
the Unit Operator shall submit for the approval of the Supervisor an acceptable 
plan of development and operation for the unitized land which, when approved 
by the Supervisor, shall constitute the further drilling and operating obliga- 
tions of the Unit Operator under this agreement for the period specified therein. 
Thereafter, from time to time before the expiration of any existing plan, the 
Unit Operator shall submit for the approval of the Supervisor a plan for an 
additional specified period for the development and operation of the unitized 
land. Any plan submitted pursuant to this section shall provide for the ex- 
ploration of the unitized area and for the diligent drilling necessary for deter- 
mination of the area or areas thereof capable of producing unitized substances 
in paying quantities in each and every productive formation and shall be as 
complete and adequate as the Supervisor may determine to be necessary for 
timely development and proper conservation of the oil and gas resources of the 
unitized area and shall (a) specify the number and locations of any wells to 
be drilled and the proposed order and time for such drilling; and (b) to the 
extent practicable specify the operating practices regarded as° necessary: and 
advisable for proper conservation of natural resources. Separate plans may 
be submitted for separate productive zones, subject to the approval of the 
Supervisor. Said plan or plans shall be modified or supplemented when neces- 


sary to meet changed conditions or to protect the interests of all parties to- 


this agreement. Reasonable diligence shall be exercised in complying with the 
obligations of the approved plan of development. The Supervisor is authorized 


to grant a reasonable extension of the 6-month period herein prescribed for 


submission of an initial plan of development where such action is justified 
because of unusual conditions or circumstances: * After completion hereunder 
of a well capable of producing any unitized substance in paying quantities, no 
further wells, except such as may be necessary to afford protection against 


operations not under this agreement or such as may be specifically approved 


by the Supervisor, shall be drilled except in accordance with a plan of develop- 
ment approved as herein provided. 

11. Participation after discovery. Upon completion of a well capable of pro- 
ducing unitized substances in paying quantities or as soon thereafter as re- 
quired by the Supervisor, the Unit Operator shall submit for approval by the 
Director a schedule, based on subdivisions of the public-land survey or aliquot 


parts thereof, of all unitized land then regarded as reasonably proved to be- 


productive of unitized substances in paying quantities; all lands in said sched- 
ule on approval of the Director to constitute a participating area, effective 
as of the date of completion of such well or the effective date of the unit 
agreement, whichever is later. Said schedule also shall set forth the percentage 
of unitized substances to be allocated as herein provided to each unitized tract 
in the participating area so established, and shall govern the allocation of pro- 
duction from and after the date the participating area becomes effective. A 
separate participating area shall be established in like manner for each separate 
pool or deposit of unitized substances or for any group thereof produced as a 
single pool or zone, and any two or more participating areas so established may 
be combined into one with the consent of the owners of all working interests 
in the lands within the participating areas so to be combined, on approval of 
the Director. The participating area or areas so established shall be revised 
from time to time, subject to like approval, whenever such action appears 
proper as a result of further drilling operations or otherwise, to include addi- 
tional land then regarded as reasonably proved to be productive in paying 
quantities, or to exclude land then regarded as reasonably proved not to be 


productive in paying quantities and the percentage of allocation shall also be 
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revised accordingly. The effective date of any revision shall be the first of the 
month in which is obtained the knowledge or information on which such re- 
vision is predicated, provided, however, that a more appropriate effective date 
may be used if justified by the Unit Operator and approved by the Director. 
No land shall be excluded from a participating area on account of depletion 
of the unitized substances. 

It is the intent of this section that a participating area shall represent the 
area known or reasonably estimated to be productive in paying quantities; but, 
regardless of any revision of the participating area, nothing herein contained 
shall be construed as requiring any retroactive adjustment for production 
obtained .prior to the effective date of the revision of the participating area. 

In the absence of agreement at any time between the Unit Operator and the 
Director as to the proper definition or redefinition of a participating area, or 
until a participating area has, or areas have, been established as provided herein, 
the portion of all payments affected thereby may be impounded in a manner 
mutually acceptable to the owners of working interests, except royalties due 
the United States, which shall be determined by the Supervisor and the amount 
thereof deposited, as directed by the Supervisor, to be held as unearned money 
until a participating area is finally approved and then applied as earned or 
returned in accordance with a determination of the sum due as Federal royalty 
on the basis of such approved participating area. 

Whenever it is determined, subject to the approval of the Supervisor, that 
a well drilled under this agreement is not capable of production in paying 
quantities and inclusion of the land on which it is situated in a participating 
area is unwarranted, production from such well shall, for the purposes of 
settlement among all parties other than working interest owners, be allocated 
to the land on which the well is located so long as such land is not within a 
participating area established for the pool or deposit from which such pro- 
duction is obtained. Settlement for working interest benefits from such a well 
shall be made as provided in the unit operating agreement. 

12. Allocation of production. All unitized substances produced from each par- 
ticipating, area established under this agreement, except any part thereof used 
in conformity with good operating practices within the unitized area for drill- 
ing, operating, camp and other production or development purposes, for repres- 
suring or recycling in accordance with a plan of development approved by the 
Supervisor, or unavoidably lost, shall be deemed to be produced equally on an 
acreage basis from the several tracts of unitized land of the participating area 
established for such production and, for the purpose of determining any bene- 
fits accruing under this agreement, each such tract of unitized land shall have 
allocated to it such percentage of said production as the number of acres of 
such tract included in said participating area bears to the total acres of uni- 
tized land in said participating area, except that allocation of production here- 
under for purposes other than for settlement of the royalty, overriding royalty, 
or payment out of production obligations of the respective working interest own- 
ers, shall be on the .basis prescribed in the unit operating agreement whether 
in conformity with the basis of allocation herein set forth or otherwise. It is 
hereby agreed that production of unitized substances from a participating area 
shall be allocated as provided herein regardless of whether any wells are drilled 
on any particular part or tract of said participating area. If any gas produced 
from one participating area is used for repressuring or recycling purposes in an- 
other participating area, the first gas withdrawn from such last-mentioned par- 
ticipating area for sale during the life of this agreement shall be considered to 
be the gas so transferred until an amount equal to that transferred shall be 
so produced for sale and such gas shall be allocated to the participating area 
from which initially produced as constituted at the time of such final production. 

13. Development or operation Of non-participating land or formations. Any 
party hereto owning or controlling the working interest in any unitized land hav- 
ing thereon a regular well location may with the approval of the Supervisor, at 
such party’s sole risk, costs, and expense, drill a well to test any formation for 
which a participating area has not been established or to test any formation for 
which a participating area has been established if such location is not within 
said participating area, unless within 90 days of receipt of notice from said 
party of his intention to drill the well the Unit Operator elects and commences 
to drill such a well in like manner as other wells are drilled by the Unit Opera- 
tor under this argeement. 
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If any well drilled as aforesaid by a working interest owner results in pro- 
duction such that the land upon which it is situated may properly be included 
in a participating area, such participating area shall be established or enlarged 
as provided in this agreement and the well shall thereafter be operated by the 
Unit Operator in accordance with the terms of this agreement and the unit 
operating agreement. 

If any well drilled as aforesaid by a working interest owner obtains produc- 
tion in quantitiés insufficient to justify the inclusion in a participating area of 
the land upon which such well is situated, such well may be operated and pro- 
duced by the party drilling the same subject to the conservation requirements of 
this agreement. The royalties in amount or value of production from any such 
well shall be paid as specified in the underlying lease and agreements affected. 

14. Royalty settlement. The United States and any State and all royalty 
owners who, under existing contract, are entitled to take in kind a share of the 
substances now unitized hereunder produced from any tract, shall hereafter be 
entitled to the right to take in kind their share of the unitized substances allo- 
cated to such tract, and Unit Operator, or in case of the operation of a well by 
a working interest owner as herein in special cases provided for, such working 
interest owner, shall make deliveries of such royalty share taken in kind in 
conformity with the applicable contracts, laws, and regulations. Settlement for 
royalty interest not taken in kind shall be made by working interest owners 
responsible therefor under existing contracts, laws and regulations on or before 
the last day of each month for unitized substances produced during the preced- 
ing calendar month; provided, however, that nothing herein contained shall 
operate to relieve the lessees of any land from their respective lease obligations 
for the payment of any royalties due under their leases. 

If gas obtained from lands not subject to this agreement is introduced into 
any participating area hereunder, for use in repressuring, stimulation of pro- 
duction, or increasing ultimate recovery, which shall be in conformity with a 
plan first approved by the Supervisor, a like amount of gas, after settlement as 
herein provided for any gas transferred from any other participating area and 
with due allowance for loss or depletion from any cause, may be withdrawn 
from the formation into which the gas was introduced, royalty free as to dry 
gas, but not as to the products extracted therefrom; provided that such with- 
drawal shall be at such time as may be provided in the plan of operations or 
as may otherwise be consented to by the Supervisor as conforming to good pe 
troleum engineering practice; and provided further, that such right of with- 
drawal shall terminate on the termination of this unit agreement. 

Royalty due the United States shall be computed as provided in the operating 
regulations and paid in value or delivered in kind as to all unitized substances 
on the basis of the amounts thereof allocated to unitized Federal land as pro- 
vided herein at the rates specified in the respective Federal leases, or at such 
lower rate or rates as may be authorized by law or regulation; provided, that 
for leases on which the royalty rate depends on the daily average production per 
well, said average production shall be determined in accordance with the oper- 
ating regulations as though each participating area were a single consolidated 
lease. 

15. Rental settlement. Rental or minimum royalties due on leases committed 
hereto shall be paid by working interest owners responsible therefor under ex- 
isting contracts, laws, and regulations, provided that nothing herein contained 
shall operate to relieve the lessees of any land from their respective lease obli- 
gations for the payment of any rental or minimum royalty in lieu thereof due 
under their leases. Rental or minimum royalty for lands of the United States 
subject to this agreement shall be paid at the rate specified in the respective 
leases from the United States unless such rental or minimum royalty is waived, 
suspended, or reduced by law or by approval of the Secretary or his duly author- 
ized representative. 

With respect to any lease on non-Federal land containing provisions which 
would terminate such lease unless drilling operations were within the time 
therein specified commenced upon the land covered thereby or rentals paid for 
the privilege of deferring such drilling operations, the rentals required thereby 
shall, notwithstanding any other provision of this agreement, be deemed to 
accrue and become payable during the term thereof as extended by this agree- 
ment and until the required drilling operations are commenced upon the land 
covered thereby or some portion of such land is included within a participating 
area. 
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16. Conservation. Operations hereunder and production of unitized sub- 
stances shall be conducted to provide for the most economical and efficient recov- 
ery of said substances without waste, as defined by or pursuant to State or Fed- 
eral law or regulation. 

17. Drainage. The Unit Operator shall take appropriate and adequate meas- 
ures to prevent drainage of unitized substances from unitized land by wells on 
land not subject to this agreement, or pursuant to applicable regulations pay a 
fair and reasonable compensatory royalty as determined by the Supervisor. 

18. Leases and contracts conformed and extended. The terms, conditions, and 
provisions of all leases, subleases, and other contracts relating to exploration, 
drilling, development, or operation for oil or gas of lands committed to this agree- 
ment are hereby expressly modified and amended to the extent necessary to make 
the same conform to the provisions hereof, but otherwise to remain in full force 
and effect; and the parties hereto hereby consent that the Secretary shall-and 
by his approval hereof, or by the approval hereof by his duly authorized repre- 
sentatives, does hereby establish, alter, change, or revoke the drilling, producing, 
rental, minimum royalty, and royalty requirements of Federal leases committed 
hereto and the regulations in respect thereto to conform said requirements to the 
provisions of this agreement, and, without limiting the generality of the fore- 
going, all leases, subleases, and contracts are particularly modified in accordance 
with the following: 

(a) The development and operation of lands subject to this agreement 
under the terms hereof shall be deemed full performance of all obligations 
for development and operation with respect to each and every part or sepa- 
rately owned tract subject to this agreement, regardless of whether there 
is any development of any particular part or tract of the unit area, notwith- 
standing anything to the contrary in any lease, operating agreement or other 
contract by and between the parties hereto, or their respective predecessors 
in interest, or any of them. 

(b) Drilling and producing operations performed hereunder upon any 
tract of unitized lands will be accepted and deemed to be performed upon 
and for the benefit of each and every tract of unitized land, and no lease 
shall be deemed to expire by reason of failure to drill or produce wells 
situated on the land therein embraced. 

(c) Suspension of drilling or producing operations on all unitized lands 
pursuant to direction or consent of the Secretary or his duly authorized 
representative shall be deemed to constitute such suspension pursuant to 
such direction or consent as to each and every tract of unitized land. 

(d) Each lease, sublease or contract relating to the exploration, drilling, 
development or operation for oil or gas of lands other than those of the 
United States committed to this agreement, which, by its terms might expire 
prior to the termination of this agreement, is hereby extended beyond any 
such term so provided therein so that it shall be continued in full force and 
effect for and during the term of this agreement. 

(e) Any Federal lease for a fixed term of twenty (20) years or any re- 
newal thereof or any part of such lease which is made subject to this agree- 
ment shall continue in force beyond the term provided therein until the 
termination hereof. Any other Federal lease committed hereto shall con- 
tinue in force beyond the term so provided therein or by law as to the land 
committed so long as such lease remains subject hereto, provided that pro- 
duction is had in paying quantities under this unit agreement prior to the 
expiration date of the term of such lease. 

(f) Each sublease or contract relating to the operation and development 
of unitized substances from lands of the United States committed to this 
agreement, which by its terms would expire prior to the time at which the 
underlying lease, as extended by the immediately preceding paragraph, 
will expire, is hereby extended beyond any such term so provided therein so 
that it shall be continued in full force and effect for and during the term of 
the underlying lease as such term is herein extended. 

(g) The segregation of any Federal lease committed to this agreement is 
governed by the following provision in the fourth paragraph of Sec. 17(b) 
of the ay as amended by the Act of July 29, 1954 (68 Stat. 583, 585) : “Any 
CFederal] lease hereafter committed to any such [unit] plan embracing 
lands that are in part within and in part outside of the area covered by 
any such plan shall be segregated into separate leases as to the lands 
committed and the lands not committed as of the effective date of unitiza- 
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tion: Provided, however, That any such lease as to the nonunitized portion 
shall continue in force and effect for the term thereof but for not less than 
two years from the date of such segregation and so long thereafter as oil or 
gas is produced in paying quantities.” 

(h) Any lease, other than a Federal lease, having only a portion of its 
lands committed hereto shall be segregated as to the portion committed 
and the portion not committed, and the provisions of such lease shall apply 
separately to such segregated portions commencing as of the effective date 
hereof. In the event any such lease provides for a lump-sum rental pay- 
ment, such payment shall be prorated between the portions .so segregated 
in proportion to the acreage of the respective tracts. 

19. Coveneants run with land. The covenants herein shall be construed to be 
covenants running with the land with respect to the interest of the parties 
hereto and their successors in interest until this agreement terminates, and any 
grant, transfer, or conveyance, of interest in land or leases subject hereto 
shall be and hereby is conditioned upon the assumption of all privileges and 
obligations hereunder by the grantee, transferee, or other successor in interest, 
No assignment or transfer of any working interest, royalty, or other interest 
subject hereto shall be binding upon Unit Operator until the first day of the 
calendar month after Unit Operator is furnished with the original, photostatic, 
or certified copy of the instrument of transfer. 

20. Effective date and term. This agreement. shall become effective upon 
approval by the Secertary or his duly authorized representative and shall termi- 
nate five (5) years from said effective date unless (a) such date of expiration 
is extended by the Director, or (b) it is reasonably determined prior to the 
expiration of the fixed term or any extension thereof that the unitized land 
is incapable of production of unitized substances in paying quantities in the 
formations tested hereunder and after notice of intention to terminate the 
agreement on such ground is given by the Unit Operator.to all parties in interest 
at their last known addresses, the agreement is terminated with the approval of 
the Director, or (c) a valuable discovery of unitized substances has been 
made on unitized land during said initial term or any extension thereof, in 
which event the agreement shall remain in effect for such term and so long as 
unitized substances can be produced in paying quantities, i.e., in this particular 
instance in quantities sufficient to pay for the cost of producing same from 
wells on unitized land within any participating area established hereunder 
and, should production cease, so long thereafter as diligent operations are in 
progress for the restoration of production or discovery of new production and 
so long thereafter as the unitized substances so discovered can be produced as 
aforesaid, or (d) it is terminated as heretofore provided in this agreement. 

This agreement may be terminated at any time by not less than 75 per 
centum, on an acreage basis, of the owners of working interests signatory 
hereto, with the approval of the Director; notice of any such approval to be 
given by the Unit Operator to all parties hereto. 

21. Rate of prospecting, development, and production. The Director is hereby 
vested with authority to alter or modify from time to time in his discretion the 
quantity and rate of production under this agreement when such quantity and 
rate is not fixed pursuant to Federal or State law or does not conform to any 
state-wide voluntary conservation or allocation program, which is established, 
recognized, and generally adhered to by the majority of operators in such 
State, such authority being hereby limited to alteration or modification in the 
public interest, the purpose thereof and the public interest to be served thereby 
to be stated in the order of alteration or modification. Without regard to the 
foregoing, the Director is also hereby vested with authority to alter or modify 
from time to time in his discretion the rate of prospecting and development 
and the quantity and rate of production under this agreement when.such alter- 
ation or modification is in the interest of attaining the conservation objectives 
stated in this agreement and is not in violation of any applicable Federal or 
State law. 

Powers in this section vested in the Director shall only be exercised after 
notice to Unit Operator and opportunity for hearing to be held not less than 
15 days from notice. 

22. Appearances. Unit Operator shall, after notice to other parties affected, 
have the right to appear for and on behalf of any and all interests affected 
hereby before the Department of the Interior and to appeal from orders issued 
under the regulations of said Department or to apply for relief from any of said 
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regulations or in any proceedings relative to operations before the Department 
of the Interior or any other legally constituted authority; provided, however, 
that any other interested party shall also have the right at his own expense to 
be heard in any such proceeding. 

23. Notices. All notices, demands or statements required hereunder to be 
given or rendered to the parties hereto shall be deemed fully given if given in 
writing and personally delivered to the party or sent by postpaid registered 
mail, addressed to such party or parties at their respective addresses set forth 
in connection with the signatures hereto or to the ratification or consent hereof 
or to such other address as any such party may have furnished in writing to 
party sending the notice, demand or statement. 

24. No waiver of certain rights. Nothing in this agreement contained shall 
be construed as a waiver by any party hereto of the right to assert any legal 
or constitutional right or defense as to the validity or invalidity of any law 
of the State wherein said unitized lands are located, or of the United States, 
or regulations issued thereunder in any way affecting such party, or as a waiver 
by any such party any right beyond his or its authority to waive. 

25. Unavoidable delay- All obligations under this agreement requiring the 
Unit Operator to commence or continue drilling or to operate on or produce ~ 
unitized substances from any of the lands covered by this agreement shall be 
suspended while, but only so long as, the Unit Operator despite the exercise 
of due care and diligence is prevented from complying with such obligations, in 
whole or in part, by strikes, acts of God, Federal, State, or municipal law 
or agencies, unavoidable accidents, uncontrollable delays in transportation, 
inability to obtain necessary materials in open market, or other matters beyond. 
the reasonable control of the Unit Operator whether similar to matters herein 
enumerated or not. 

26. Fair employment. In connection with the performance of work under 
this agreement, the operator agrees not to discriminate against any employee 
or applicant for employment because of race, religion, color, or national 
origin. The aforesaid provision shall include, but not be limited to, the fol- 
lowing: employment, upgrading, demotion, or transfer; recruitment or recruit- 
ment advertising, layoff or termination; rates of pay or other forms of com- 
pensation; and selection for training, including apprenticeship. The operator 
agrees to post hereafter in conspicuous places, available for employees and 
applicants for employment, notices to be provided by the contracting officer 
setting forth the provisions of the nondiscrimination clause. ; 

The operator agrees to insert the foregoing provision in all subcontracts here- 
under, except subcontracts for standard commercial supplies or raw materials. 

27. Loss of title. In the event title to any tract of unitized land shall fail 
and the true owner cannot be induced to join in this unit agreement, such tract 
shall be automatically regarded as not committed hereto and there shall be such 
readjustment of future costs and benefits as may be required on account of the 
loss of such title. In the event of a dispute as to title as to any royalty, work- 
ing interest, or other interests subject thereto, payment or delivery on account 
thereof may be withheld without liability for interest until the dispute is finally 
settled ; provided, that, as to Federal land or leases, no payments of funds due 
the United States should be withheld, but such funds shall be deposited as di- 
rected by the Supervisor to be held as unearned money pending final settlement 
of the title dispute, and then applied as earned or returned in accordance with 
such final settlement. 

Unit Operator as such is relieved from any responsibility for any defect or 
failure of any title hereunder. 

28. Non-joinder and subsequent joinder. If the owner of any substantial in- 
terest in a tract within the unit area fails or refuses to subscribe or consent to 
this agreement, the owner of the working interest in that tract may withdraw 
said tract from this agreement by written notice to the Director and the Unit 
Operator prior to the approval of this agreement by the Director. Any oil or 
gas interests in lands within the unit area not committed hereto prior to sub- 
mission of this agreement for final approval may thereafter be committed hereto 
by the owner or owners thereof subscribing or consenting to this agreement, and, 
if the interest is a working interest, by the owner of such interest also subscrib- 
ing to the unit operating agreement. After operations are commenced here- 
under, the right of subsequent joinder, as provided in this section, by a working 
interest owner is subject to such requirements or approvals, if any, pertaining 
to such joinder, as may be provided for in the unit operating agreement. After 
final approval hereof joinder by a non-working interest owner must be consented 
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to in writing by the working interest owner committed hereto and responsible 
for the payment of any benefits that may accrue hereunder in behalf of such 
non-working interest. Joinder by any owner of a non-working interest, at any 
time, must be accompanied by appropriate joinder by the owner of the corre- 
sponding working interest in order for the interest to be regarded as effectively 
committed hereto. Joinder to the unit agreement by a working-interest owner, 
at any time, must be accompanied by appropriate joinder to the unit operating 
agreement, if more than one committed working-interest owner is involved, in 
order for the interest to be regarded as effectively committed to this unit agree 
ment. Except as may otherwise herein be provided subsequent joinders to this 
agreement shall be effective as of the first day of the month following the filing 
with the Supervisor of duly executed counterparts of all or any papers necessary 
to establish effective commitment of any tract to this agreement unless objection 
to such joinder is duly made within 60 days by the Director. 

29. Counterparts. This agreement may be executed in any number of counter- 
parts no one of which needs to be executed by all parties or may be ratified or 
consented to by separate instrument in writing specifically referring hereto and 
shall be binding upon all those parties who have executed such a counterpart, 
ratification, or consent hereto with the same force and effect as if all such par- 
ties had signed the same document and regardless of whether or not it is ex- 
ecuted by all other parties owning or claiming an interest in the lands within 
the above-described unit area. 

*30. Surrender. Nothing in this agreement shall prohibit the exercise by 
any working interest owner of the right to surrender vested in such party 
in any lease, sub-lease, or operating agreement as to all or any part of the 
lands covered thereby, provided that each party who will or might acquire 
such working interest by such surrender or by forfeiture as hereafter . set 
forth, is bound by the terms of this agreement. 

If as a result of any such surrender, the working interest rights as to 
such lands become vested in any party other than the fee owner of the uni- 
tized substances, said party shall forfeit such rights and no further bene- 
fits from operation hereunder as to said land shall aceure to such party, un- 
less within ninety (90) days thereafter said party shall execute this agree- 
ment and the unit operating agreement as to the working interest acquired 
through such surrender, effective as though such land had remained con- 
tinuously subject to this agreement and the unit operating agreement. And 
in the event such agreements are not so executed, the party next in the chain 
of title shall be and become the owner of such working interest at the end 
of such ninety (90) day period, with the same force and effect as though 
such working interest had been surrendered to such party. 

If as the result of any such surrender or forfeiture the working interest 
rights as to such Jands become vested in the fee owner of the unitized sub- 
stances, such owner may: 

(1) Execute this agreement and the unit operating agreement as a 
working interest owner, effective as though such land had remained con- 
tinuously subject to this agreement and the unit operating agreement. 

(2) Again lease such lands but only under the condition that the holder 
of such lease shall within thirty (30) days after such lands are so 
leased execute this agreement and the unit operating agreement as to 
each participating area theretofore established hereunder, effective as 
though such land had remained continuously subject to this agreement 
and the unit operating agreement. 

(3) Operate or provide for the operation of such land independently 
of this agreement as to any part thereof or any oil or gas deposits there- 
in not then included within a participating area. 

If the fee owner of the unitized substances does not execute this agreement 
and the unit operating agreement as a working interest owner or again lease 
such lands as above provided with respect to each existing participating area, 
within six (6) months after any such surrender or forfeiture, such fee owner 
shall be deemed to have waived the right to execute the unit operating agreement 
or lease such lands as to each such participating area, and to have agreed, 
in consideration for the compensation hereinafter provided, that operations 
hereunder as to any such participating area or areas shall not be affected by 
such surrender. 
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For any period the working interest in any lands are not expressly committed 
to the unit operating agreement as the result of any such surrender or for- 
feiture, the benefits and obligations of operations accruing to such lands under 
this agreement and the unit operating agreement shall be shared by the 
remaining owners of unitized working interests in accordance with their respec- 
tive participating working interest ownerships in any such participating area 
or areas, and such owners of working interests shall compensate the fee owner 
of unitized substances in such lands by paying sums equal to the rentals, mini- 
mum royalties, and royalties applicable to such lands under the lease in effect 
when the lands were unitized, as to such participating area or areas. 

Upon commitment of a working interest to this agreement and the unit operat- 
ing agreement as provided in this section, an appropriate accounting and set- 
tlement shall be made, to reflect the retroactive effect of the commitment, for 
all benefits accruing to or payments and expenditures made or incurred on 
behalf of such surrendered working interest during the period between the date 
of surrender and the date of recommitment, and payment of any moneys found to 
be owing by such an accounting shall be made as between the parties then sig- 
natory to the unit operating agreement and this agreement within thirty (30) 
days after the recommitment. The right to become a party to this agreement and 
the unit operating agreement as a working interest owner by reason of a 
surrender or forfeiture as provided in this section shall not be defeated by the 
nonexistence of a unit operating agreement and in the event no unit operating 
agreement is in existence and a mutually acceptable agreement between the 
proper parties thereto cannot be consummated, the Supervisor may prescribe 
such reasonable and equitable agreement as he deems warranted under the 
circumstances. 

Nothing in this section shall be deemed to limit the right of joinder or subse 
quent joinder to this agreement as provided elsewhere in this agreement. The 
exercise of any right vested in a working interest owner to reassign such work- 
ing interest to the party from whom obtained shall be subject to the same 
conditions as set forth in this seetion in regard to the exercise of a right to 
surrender. 

*31. Taves. The working interest owners shall render and pay for their 
account and the account of the royalty owners all valid taxes on or measured 
by the unitized substances in and under or that may be produced, gathered and 
sold from the land subject to this contract after the effective date of this 
agreement, or upon the proceeds or net proceeds derived therefrom. The 
working interests owners on each tract shall and may charge the proper pro- 
portion of said taxes to the royalty owners having interests in said tract, and 
may currently retain and deduct sufficient of the unitized substances or deriva- 
tive products, or net proceeds thereof from the allocated share of each roy- 
alty owner to secure reimbursement for the taxes so paid. No such taxes shall 
be charged to the United States or the State of Wyoming or to any lessor who 
has a contract with his lessee which requires the lessee to pay such taxes. 

*32. No partnership. It is expressly agreed that the relation of the parties 
hereto is that of independent contractors and nothing in this agreement con- 
tained, expressed or implied, nor any operations conducted hereunder, shall 
create or be deemed to have created a partnership or association between the 
parties hereto or any of them. 

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be 
executed and have set opposite their respective names the date of execution. 


UntIT OPERATOR, 
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1, Executed agreement to be legally complete. 

2. Follow attached sample form Exhibits A and B pursuant to secs. 226.13 and 226.14 
of the Unit Plan Regulations. 

3. In Exhibit B: Group lands by types, listing Federal leases by order of serial number. 
Tract numbers are merely for ple and convenient reference. Consents should be 
identified (in pencil if desired) by tract numbers as listed in said Exhibit B and assembled 
in that order as far as practical. For patented and State land tracts, the lease expiration 
date may be shown in Heu of the lease date. 

4. All owners of mineral interests must be invited to join the unit agreement, and state- 
ment to that effect must accompany executed agreement, together with summary of results 
of such invitations. In case of bona fide operators, a written reason for nonjoinder should 
be furnished by each. 


*Optional sections. 
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§ 226.13. Sample form of Exhibit A. 
@ Means tract number ag listed on Exhibit B. 
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MINERAL LEASING ACT AMENDMENTS 


CERTIFICATION—-DETERMINATION 


Pursuant to the authority vested in the Secretary of Interior, under the act 
approved February 25, 1920, 41 Stat. 437, as amended, 30 U.S.C. secs. 181, et seq., 
and delegated to the Director of the Geological Survey pursuant to Depart- 
mental Order No. 2365 of October 8, 1947, 43 C.F.R. sec. 4.611, 12 F.R. 6784, I 
do hereby: 

A. Approve the attached agreement for the development and operation of the 

Unit Area, State of 

B. Certify and determine that the unit plan of development and operation 
contemplated in the attached agreement is necessary and advisable in the public 
interest for the purpose of more properly conserving the natural resources. 

C. Certify and determine that the drilling, producing, rental, minimum roy- 
alty, and royalty requirements of all Federal leases committed to said agreement 
are hereby established, altered, changed, or revoked to conform with the terms 
and conditions of this agreement. 


Director, United States Geological Survey. 


(Commitrze Nore: At the request of Senator Engle, of California, 
the following memorandum setting forth the factual and legal back- 
ground with respect to oil leasing on San Nicolas Island is made 
a part of these hearings. It supplements the testimony given by Mr. 
Daniel Gribbon at the hearings and a subsequent statement made to 
the full committee in executive session by Senator Engle urging 
amendment to S. 2181 to protect the rights of applicants for leases 
on lands covered by military withdrawals if subsequent changes in 
military use permit development of the area’s mineral resources by 
private enterprise. ) 


MEMORANDUM ON Ort LEASING ON SAN NicoLas ISLAND 


Marcu 18, 1959. 


To: Senator James EH. Murray, chairman, Senate Committee on Interior and 

Insular Affairs. 

From : Stewart French, committee counsel. 
Subject : Oil leasing on San Nicolas Island. 

The Solicitor of the Department of the Interior has informed me, in accordance 
with my request for information, that the Navy takes the position that issuance 
of oil and gas leases on San Nicolas Island would be inconsistent with present 
and planned military use of the island. Accordingly, the Solicitor proposes 
to deny pending applications for oil and gas leases on the area. 

Set forth below is a summary of the factual situation as I understand it 
from the records now available to-me. 

San Nicolas Island, some 9 miles long and 3 miles wide, is off the coast of 
southern California, and is a part of the public domain of the United States. 
On January 31, 1983, President Hoover, by Executive order, placed it under the 
control of the Secretary of the Navy “for naval uses.” It is not, of course, a naval 
petroleum reserve. 

By the act of August 6, 1946 (the O’Mahoney-Hatch Act), the 79th Congress 
deleted from the 1920 Mineral Leasing Act the outright prohibition against issu- 
ance of leases on lands withdrawn “for military or naval uses or purposes” 
(61 Stat. 950). 

Thus, if oil and gas leasing on San Nicolas Island is not inconsistent with 
naval uses, the area can be leased under the provisions of the Mineral Leasing 
Act. (See 62 1.D. 210, 214.) 

On July 20, 1951, seven persons filed applications in the Los Angeles office of 
the Bureau of Land Management for oil and gas leases on various parts of the 
island. The BLM sought the views of the commandant of the 11th Naval Dis- 
trict, San Diego, who on October 8, 1951, replied that present military use of 
San Nicolas prohibited consideration of oil leasing. No reasons were given. The 
ow thereupon rejected the applications, and applicants appealed to the 

ureau. 
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In June of 1952, the commandant of the 11th Naval District undertook a 
further investigation and concluded that under certain conditions the proposed 
leasing would not be detrimental to the Navy’s use of San Nicolas and recom- 
mended “that the Navy Department and the Department of the Interior confer 
with the view of satisfying the interests of all concerned.” A copy of this letter 
was delivered to the then Under Secretary of the Interior, R. D. Searles. 

The Under Secretary thereupon conferred with the Secretary of the Navy 
Kimball as to what restrictions should be written into the proposed leases. 
However, the naval commander on the ground was overruled by officials in 
Washington who stated that private enterprise on the island would restrict 
the Navy’s missile program to which a portion of the island was devoted. 

At Secretary Kimball’s suggestion, however, the Under Secretary made a per- 
sonal inspection of San Nicolas Island in September of 1952. He found that the 
Navy’s missile activities were conducted entirely on the high (700 to 900 feet), 
flat plateau which occupies almost the whole of the island, and that present and 
proposed missile activities were and would be isolated by the intervening cliffs 
from any oil activities that might be carried on at the shoreline. 

Accordingly, the Under Secretary concluded that the naval uses of San Nicolas 
were not such .as to justify a prohibition against the vitally important search 
for oil reserves and so wrote the Navy Department on September 22, 1952. Never- 
theless the Navy refused to change its position and on November 26, 1952, 
advised the Department of the Interior that the operations carried on by the 
Navy were such as to render utterly out of the question any commercial opera- 
tions on the island at this time. 

Despite the Navy’s repeated assertions that drilling operations on San Nicolas 
were incompatible with the military use of the island, in 1956 representatives 
of the Navy appeared before a subcommittee of the House Appropriations Com- 
mittee to request the sum of $529,000 so that the Navy itself might explore for 
oil on the island. 

This request for funds was denied by the Committee with the following 
comments: 

“There appears to be no authority: or justification for the proposed expiora- 
tion and drilling on San Nicolas Island, Calif., accordingly, the $529,000 re- 
quested for this purpose has been denied” (H. Rept. No. 2104, 84th Cong. p. 39). 

On April 10, 1956, the Director of BLM, patently impressed by Navy’s deter- 
mination to carry on exp.oration itself on San Nicolas, rejected the appeal 
from the Los Angeles office, and applicants have now appealed to the Secre- 
tary. Under departmental procedure, this appeal presently is before the 
Solicitor. 

In February 1958, Public Law 337, 85th Congress, was enacted. This law 
provides in section 6 of the act that mineral resources on public lands held 
by any agency of the Department of Defense are to be developed under appli- 
cable public land, mining, and mineral leasing laws and administered by the 
Secretary of the Interior, except where the Secretary of Defense, after consulta- 
tion with the Secretary of the Interior, determines that such exploration is 
inconsistent with the military use of the lands. 

Pursuant to the provisions of Public Law 337, the Department of Interior 
requested the views of the Defense Department as to the issuance of mineral 
leases on San Nicolas Island. On October 4, 1958, Acting Secretary Quarles 
wrote Secretary Seaton that the issuance of oil and gas leases on San Nicolas 
would be inconsistent with the present and planned use of the islands. 

Senator Engle, who was chairman of the House Interior Committee when 
Public Law 337 was enacted, thereupon wrote the Secretary of Defense on 
November 21, 1958, asking him to review his decision in the light of the congres- 
sional policy expressed in such act. Senator Engle transmitted a copy of this 
letter to the Solicitor of the Interior Department and asked that the Depart- 
ment hold up any final action with respect to the San Nicolas applicaion until 
the Department of Defense had reviewed its position. 

On January 28, 1959, Mr. Robert Dechert, General Counsel of the Depart- 
ment of Defense, wrote Senator Engle that the Department adhered to its 
position that commercial development of oil and gas reserves would be in- 
consistent with the present and proposed military use of San Nicolas Island. 

Senator Engle has now indicated by letter of February 27, 1959, to the Solici- 
tor of the Interior Department that he intends to visit San Nicolas Island for a 
personal inspection of the military facilities and asks that further action on the 
leasing applications be held in abeyance pending such inspection. 
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RECOMMENDATIONS 


1. In view of Navy’s manifest desire itself to drill for oil on San Nicolas, it 
would appear that drilling operations along or off the shoreline would not be 
inconsistent with the island’s military use. (See the appropriation request 
above cited and the statement by the Director of the BLM in the decision deny- 
ing the applicant’s appeal.) 

2. Also, in view of our need to develop our own domestic reserves of oil and 
gas, and of the already vast military withdrawals. of the public lands, (see hear- 
ings on H.R. 5538, 85th Cong.), the question arises of whether the Navy could 
not use another area, one not potentially valuable for oil and gas. 

Accordingly, it is urged that you recommend to the Public Lands Subcom- 
mittee, under the chairmanship of Senator O’Mahoney, that it conduct an in- 
quiry into the status and use of the part of the public domain known as San 
Nicolas Island. 

Meanwhile, it would seem mere equity to request the Department of the 
Interior to defer any final action denying the appeal of the pioneer applicants, 
Patently, military uses are not being held in abeyance so delay would not be 


inimical to the public interest. 
Stewart FRency, Chief Counsel. 
x 





